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QONPIDENTIAL April 30, 1952 


SAUDI ARABIAN MONETARY AGENCY 
Conversations in Riyadh with the Minister of Finance and 
Assistant Deputy Minister, April 23-25 


At the time of leaving for Riyadh with Najib he stated that he had 
just received word that the two decrees creating the Agency and approving 
its charter had just been issued, 


After arriving in Riyadh we called on the Minister, We had copies 
of the decrees which he gave me, Najib stated that they were not materially 
changed from the draft I had submitted in February, The only important 
change was to increase the membership of the Board of Directors from three 
to five. ‘The Minister further stated that possibly there should be six 
instead of five, He asked my opinion as to who the members ought to be, 
We mentioned the possible desirability of including Kaaki and one or perhaps 
two representatives of the foreign banks, I stated that I wished te con- 
sider the subject and that I would diseuss it with him the next day, 


I then said that I was gratified that the Minister had sent word tc 
me that he wanted to engage Mr, Blowere and said I had already sent 
Mr, Blowers a preliminary telegram, 1 then handed the Minister a draft 
letter to Mr. Blowers based upon Mr. Blowers! letter of February 18 to 
me, Also I submitted an Arabic translation, A few days before ee, I 
got word re engaging Mr. Blowers, I had given Najib a copy of 
letter to mo dated February 18, ios, containing these terms, eatitly 
Najib had discussed this with the Minister, When I sutmitted the draft 
he said that everything was 0,K. except that he did not wish to have any- 
thing to do with the U.S, income tax. If the tax were changed, as it 
might be, that would be a mattor between American citizens and their Coy~ 
ernment, Also U.S, rates were high and he had.no idea what sort of liability 
he might be assuming, He thought that it would not be necossary for Blowers 
to be in the United States on Agency business long encugh to become liable 
to taxj and that if this case arose it might be possible for someone else 
to attend to the Agency business there, Since the Minister and Najib 
had agreed to all of Mr. Blowers’ terms except re tax, and as they were 
quite firm on this point, I said I would forward a revised letter tc hin. 
Najib and I then revised the letter as desired by the Minister, and the 
Minister signed the Arabic original and a duplicate, 1 stated that I 
would communicate with Mr. Blowers by telegraph and forward the copies 
by mail and that I hoped he would acespt. 


I asked tho Minister whether he waa ready to provide the 500,000 
sovereigns as capital, He stated that he would turn over to the Arency 
as capital that amount of the new sovereigns and also the remaining 
500,000, together with SR16 million which were on hand, these latter 
sovereigns and riyals to be issued through the Agency, 


As to the building, he stated that unfortunately the Feyptians had 
not yet agreed to release it, lie said that SAG is continuing to press 
them todo so, and hope to get the buildivg soon, but eould not indicate 
when this might result, Since after possession is cbtained the remodelling 
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centrally locsted, so en Bos eg al ay pr Rn 
Ministry of Finance which could be transferred to another Iceation, 
Najib would send instructions to Mr. Fahoum to go there with me and 
with a representative of Michael Baker, Inc, ay could do the necessary 
remodelling 


We diseussed ths question of vaults, We shall look into that when 
we inspect the building, The Minister said that we could order from 
Beirut, Cairo or London such safos as might be necessary for the Agency, 


The Minister remarked that he hoped the Agency would obtain the 
full confidence of the conmmity and that in time other banks and ner- 
chants would deposit their money there, {J made no comment on this 
since it could not be done under the charter, but presumably the Agency 
in due course would become a center for bank clearing and hold bank 
funds, but probably not the funds of the public, and the charter then 


could be changed accordingly), 


The Minister raised the question of correspondents for the Agency. 
He desired that the Agency make use of banks that in the past had given 
good service to the Ministry and mentioned particularly the Chase Bank, 
Guaranty Trust Company of New York, the Netherlands Trading Soetety and 
the Bank Misr of Cairo, I stated that certainly the Agency should use 
these organizations, and would take up the whole subject with Mr. Blowers, 
The Agency might also wish to appoint others and I mentioned that Mr. Blow- 
ers had said he had connections with another leading Now York bank which 
he thought might also serve as correspondent, I mentioned also the need 
for correspondents in London, The Minister referred to the intention 
of the Eastern Bank to establish a branch in Dammam and thought that 
maybe they could be correspondents, I stated that Mr, Blowers and I 
would consider this entire matter carefully and submitto him our recom 
mendations, 


The Minister referred to the Government's gold and silver mine 
located about half-way between Jidda and Riyadh. He said that there 
should be production within two or three months and he wanted the Agency 
to take charge of the refining and handling of the gold and silver pro- 
duced, He asked me to discuss the subject with Mr. Karl Peters, who is 
in charge of the mine, I stated that I would do so upon returning to 
Jidda, Najib gave me a letter to Mr, Peters. 


Also the Minister referred to the possible creation of a mint in 
Jidda, I stated that 1 would study this question and let him have my 
views later, intimating that there might be difficulties, 


T stated also that last February when the charter was drafted I 
had made a revision of my preliminary report on creation of the Agency, 
sted that it would be helpful if the report were made available 
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with the U,3, dollar, I did not mention a figure, stating that I would 
mabmit a definite recommendation on this point well before the Agency 
is ready to issue the coin, The Minister indicated agreement, 


I also referred to the riyal and stated that it had been possible to 
maintain.a steady rate for the past four months by controlling the issuance 
of the newly minted riyals and in cne instance by anticipating the purchase 
of Government riyal requirements at a time when the riyel tended to be weak, 
T pointed cut that it would be desirable after the new gold coin is issued 
to do what is reasonably possible to maintain stable relationship between 
the riyal and the new gold coin; but that the Government ought not to make 
any committment to maintain a fixed rate in view of the fact that the riyal's 
value might change materially due to factors such as a change in the world 
silver price, which are entirely beyond Saudi Arabia's control, 


The Minister stated that he had arranged for us to have an audience 
with His Majesty the King. He hoped that I would assure His Majesty, first 
that, the Agency was a very constructive step forward, and second that its 
operations would be entirely in accord with Islamic law. I stated that I 
would have pleasure in doing so. 


On calling upon His Majesty on April 24 we found him in excellent 
spirits and much better health apparently than on previous occasions when 
T had seen him, In response to my inquiry about his health, he stated, 
"T am sure I am stronger than you are"! I told His Majesty that I thought 
that the Minister hed taken a most desirable and important initiative in 
proposing to creale the Agency; that J was much gratified that His Majesty 
had sanctioned it; that I had been very glad to cooperate in this matter; 
and that I felt that the Agency could accomplish a great deal for improve. 
nent of the monetary situation and the handling of public receipts and 
payments, I assured His Majesty that it had always beon intended that the 
Agency should operate in complete accord with the Islamic law in accordance 
with what I knew to be His Majesty's strong wish, His Majesty then spoke 
with deep feeling about the Islamic law and its virtues, Finally he voiced 
appreciation of the helpful attitude of the American Government in these 
matters and of my part in them, 


When I next spoke with the Finance Minister I brought up the question 
of the Board of Directors, having meanwhile discussed the subject with 
Najib. Najib told me that the Minister had asked him to be Vice Chairman, 
I asked Najib whether it would be embarrassing for him if I should mention 
to the Minister that I thought it would be helpful for him to be Vice 
Chairman, Najib indicated that it would be best for me merely to say that 
he should have as Vice Chairman someone in whom he had confidence and who 
could act for him when he was not in Jidda. I spoke accordingly to the 
Minister, With reference to the Minister's suggestion about naming Kaaki 
and someone from the foreign banks, I stated that the current conduct of 
the Board's work should be centralized in an Executive Committee consisting 
of the Chairman, the Vice Chairman and the Governor, In that way not 
merely would it be possible to take current decisions on behalf of the 
Board, but also 4t would permit handling confidentially certain matters 
that it might not be advisable to discuss with other members of the Board 
if they were private bankers, I oxpressed tentative agreement in the ap- 
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Arthur N, Young 









August 11, 1952 


Mr, Harvey Sherman, Director 

Public Administration Staff 
Technical Cooperation Administration 
Department of State 

Washington 25, D. C. 


Dear Mr. Shermans 


This will acknowledge with thanks your letter of July 30 
enclosing a copy of the first issue of a Newsletter covering 
developments in the field of public administration technical 
cooperation, T have passed this material on to John Stacy and 
the other members of the public administration staff end I am 
sure they will find it of very considerable interest. At the 
moment, however, we have no specific comments to make on the 
material included in the Newsletter. 


As a start on providing you with pertinent information 
about the work of our Mission I am attaching excerpts taken 
from very recent reports and budget justifications which I 
believe mst already be in Washington in full text, I also 
enclose a copy of the Royal Decree and charter establishing 
the Saudi Arabian Monetary Agency, The establishment of this 
Monetary Agency represents the most significant accomplishment 
of this Mission to date, You will, however, readily observe 
from the excerpts enclosed that other accomplishments are al» 
ready under way, We will try to pass along to you any develope 
nents or stories about our activities which may be of sufficient 
general interest for inclusion in the Newsletter, 


Sincerely yours, 


Arthur N, Young 
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elated to: (1) provi Saale and organisatic ofve Gate 


vivo expenditures of the Government's exeelient reyemes; } im roved 
customs and tariff organization, systems and regulations; (5) inproved 
systens of. accounts and procedure in all tiovermment, departments and 
for the Gcvarmment eg ea whole, 


The functions as,per (1) abeve are in course of being transferred 
to the Saudi Arabian Monetary Agency, ereated ag per the }iselon's 
rodommendation, and ne provision for porfcrming these functions is ine 
Gluded, in the 1953-54 program, Functions in re the cther cbjectlves, 
however, are expected to contime substantially as in 1952053, 


wuiadt report on operations cf Jidds Pore Awthority euggosting 
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FINANCIAL MISSTON, TCA 
SAUDT ARABTA 


the progress expected in the several financial ficlds in fiscal 


1953 may be outlined as follows: 
Currency and banking 


1, 


Organization of the Monetery Agency at Jidda, involving completion 
of legal formalities, completion of the head office building, pro- 
eurement of staff, assumption of fiscal agency functions in place 
of the Netherlands Trading Society, ete, 


2. Transfer to the Agency (Mr, Blowers) of the work of the Financial 
Advisor on monetary and banking policy, This should place this 
vitally important subject on a continuing basis, 

3, Completion of reports of the Financial Advisor on currency matters, 

4. Introduction by the Agency of the new Saudi Arabian gold sovereign 
to be supported eat fixed parity with the dollar, 

5, Commencenent of introduction of a reorganized system of silver and 
minor coins, under control of the Agency, 

Quetoms Admind strat! on 

1, To implement by drafting regulations and basic legislation recom 
mendations of Preliminary Report which have been accepted in pring 
cipal by SAG, 

(a) Use of bill of entry and declaration of importer, 

(b) ‘Standard invoice with declaration of exporter and new clearing 
procedure, 

(ce) Ideensing custons brokers, 

(a) Valuation on factual basis, including currency conversion at 
commercial rate, allowing legitimate discounts. 

(e) Clearing passenger baggage at place of entry, 

(f) Introduction of improved accounting system, 

(g) Organization of national customs administration, 

To advocate to higher level authorities recomendations not yet 


2 


fully accepted, 1,e., elimination of mltiple tax rate, excessive 


use of revenue stamps, and credits to importers in the form of 
promissory notes called "undertakings", 


3. fo submit report on operations of Jidda Port Authority suggesting 
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imrovenent in records and reports, 


4s To observe and report on phases of administration not covered in 
-tastne Dette rt, Sereatecn e tporseies ter cnnktet oerre 


5 Livan ad attain fcc ants a fae 
: of central adutnistretion, 


es To cooperate in drafting new tariff, bepaetadly adntntstrative 
provisions, 

Tariff 

1, Obtain Royal sanction of a new tariff law (drafted in 1952), 


2. Assist the Customs Advisor in drafting and securing the approval 
of customs regulations to implement the new tariff law, 


3. Assist locel customs officials at Jidda and Demmam in applying the 
new tariff law and customs regulations, 


4. Complete proposals for tariff revision on matters not included in 
recomendations previously made, 


5, Give continuing assistance to Customs Advisor on matters of customs 
administration, 


Budget and Accounting 
1, Gain final approval of progran divided and scheduled into projecta, 


2. Cooperate with the Saudi: Arabian Monetary Agency and the Minister 
of Finance in taking over as fiscal agency of the Government by 
the Agency, 


3, Get accountant to Saudi Arabia to begin analysis of acecunting 
needs and possibilities of establishing uniform systems threughout 
SAG agencies. 


4e Establish "Budget and Accounting Officer" system in Government 
departments. 


5, Increase and improve system for recording of financial facts in 
relation to program for improved planning and budgeting, 


6. Install system for recording and ccntrol cf commitments in all 
agencies of SAG, 

7, Batablish plan for budgeting of development and construction par- 
ticularly where these programs and projects are of more than a 
year's duration, 


8, Aid SAG in better formation of 137273 Budget (1953=54) presented 


mm. () 


be deferred until success of organization is assured, perhaps in four 
or five years, 
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FINANCIAL MISSION, TCA 
SAUDI ARABTA 





Subject to transfer of certain work to the Monetary Agency, the 
1954 program in our field, as now foreseeable, should be su’ 
the contirmation and development of that for 1953, without additional 
American personnel, SAG will need more foreign technicians and admin~ 
istrators to carry out our program, The customs, for example, is 
likely to need tc import a qualified man to be director of the adminis- 
tration and to carry cut the program being recommended to SAG. But I 
consider that additional foreign personne] in the fields of finance 
and administration should be in principle non Americans, and preferably 
Arabs, To bring in more Americans in these fields, which are such a 
sensitive part of a country's affairs, would only court jealousy and 
nationalistic opposition. The Agency has an American Governor 

+ Blowers), and it is very likely that if he retires after two years 
June, 1954) bis successor showld be an American, Also there will be 
mmercus American technicians in non-financial work, 
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Comments on the Relationship between the Monetary 
Ageney and the Director Generel of Finance 





No, 4 ef B (Responsibilities of Ministry of Finance regarding 
the Agency) 


Cash payments to all ministries are not possible because the 
Ministry of “inence still functions on the basis of centralization, 
and that is because the ministries and departments do not try to 
squeeze their expenditures for the lack of technical efficiency and 
public spirit, Whatever the Ministry of Finance pays in monthly 
installments to some departuents, it, however, pays it as a com- 
pulsory measure, Therefore the necessary expenses are given to the 
Finance Offices, which in turn, especially in places fer from the i 


Agency, disburse the various payments, 


No, 5 of B (do) 
I suggest changing the phrase "for control or statistical 
purposes," into "for control of import and export of currencies, of 


and for statistics which are very necessary," 


No,2 of B (Responsibilities of the Agency to the Ministry of 
Finance 


"Disbursing cash in accordance with instructions given to the 


Agency by the Ministry of Finance," 


Director General of Finance 
26/8/1371 Hussein Jastaniys 


8/20/1952 
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NATIONAL BANK OF EGYPT, 
HEAD OFFICE 


Cairo, 27th May 1952 


Dear Mr. Young, 


I am very grateful to you for the translation 
of two decrees setting up the Saudi Arabian Monetary 


Agency. 


As I read the decrees, the main job of the 
Agency will be to look after the accountancy and 
the budget of the State, and in this sense, I believe, 
yours is a fine achievment. I know of a few countries 
where the final responsibility over the proper budget 
expenditures rests with the Central Bank as the Cashier 
of the Government, and the arrangement has proved to be 
a success everywhere. In Estonia the National Bank was 
actually also the accountant of the Government and no 
parallel accountancy existed. 


+ t 4 it at 
With best wishes, I beg to remain 
yours very sincerely 
(s) Ne» Koestner 


Ne Koestner 


Mr. Arthur N. Young, 
United States of America Technical 
Cooperation Administration, 
c/o American Embassy, 
Jidda, 
Saudi Arabia. 























Wo, 50/4/3/1046 Date: 25 Rajab 1371 
{April 20, 1952) 


With the Help of God Almighty, 
We Abdul-Agiz Ibn Abdul~Rabnan Al-Fatsal, Xing of Saudi Arabia, 


In viow of what our Minister of Finance has submitted te Us, and in viow 
of the ject that the necessary measures to be taken to sirengtiien tlie 
currency of the “tate and to stabilize its value end to fix this value dr 
relation to foreiga currencies ere necassi tated by the interest of the 
State and people end alse to avoid the losses resulting to the Treasvy 
and tie people fiom fluctuations tn the value of foreign currencies result- 
ing becnuse there is no fixed and stable value for ths Saudi Arablen 
currency in relavion te forsign currencies, 


We tharefore orinin the following: 


fetiche 1, Chore La heveby created according to these regu- 

lations an iusticution co be called "Saudi Arabian Monetary Agency." 
the main operating office in which {t shall start its functions 
tote in Jidda. It shall have branches and agencies in the 

places where raquiyed, 


“he functions of this Agency shall be: 


First: To ecrengthen the currency of the State and to stabilize 
its value anc to fix ite value in relation to foreign currencies, 


Second: To aid the Mintatry of !inance in centcalleing the recelots 
fd sxpenditurss of the Covernwent, and in controlling axpendi- 
tures in accordance with the items of ths authorized budget. 


Third: The / gency shall neither charge nor pay any profits on the 
Yoteiptes anc pxyments end ahall not act: in any manner which 
comilicts wilh the teachings of the Islamic Law, 


She two Decrees, $0/4/1/1046, and 30/4/3/1047, and the 
Charter ware published in the Supplement to the Offfolal 
Jazotte, On » Wura, No. 1410, dated & Shahan, 1371 
April 87, 1962 
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With the Help of God Aluighty 

de Shdul Ags ‘on Abdul abman Al-Pefsel, King of Saudi Avabla, 
Upox dselng the Decree}, 40/4/2/1046 1 sued 25 Kajab 1372 and 

be Charter for the Sauii Arabian dionatary Agency, whish ds 
eckached ta thig Seder and which consista of tvel ye oxti cles, and 
Ta view of phat Our Ini ster of Finance his aubaisted to Us, 
‘We ondain ihe “ol lowing: 
tha Coaster for tne Saudi Be veto Hionetary Agency referred to 


shove And ottached to tica Order 1s hereby eanabioned, and We 
order putting 1% inke steer 
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CGARTOR OF TE SAUDI ARABIAN sONETARY AGENCY 


tT, Sreation and Sb jects 


1, ‘here is heroby created according to these regulations an insti- 
tution co be cal.ed "Saudi Arabian hionetary Agency," the main operat! ig 
office in which \t shall stert ite functions to be in Jidda. It shel 
have branches ani agencies in the places where required. 


2. ‘The ob jectg of the Agency shall be: 


(a) Yo strengthen the currency of Saudi Arabia and to 
gta» lise it in reletion to foreign currencies, and to 
avoli tho losses resulting to the Goverament and the 
peoo e from fluctuations in the exchange value of 
Saud. Aradien coins whose rates have not so far been 
fixed in relation to foreign currencies which form 


the as jor part of the “overnment's income, 

‘b) To ad the infatry of Finance in centralizing the 
rece pts ond expenditures of the Sovernment in accord- 
anes | th the items of the authorized budget and in 


controlling peyments so that #11 branches of the 
Coyernment shall abide by the budget, 


TI, Capitel 


3, The Agency sell nave en authorized capital equivalent to §00, 000 

sold sovergigns .calculatec at $12.00 and equivalent to $6,000,000, 

Mhe Government shell provide the entire cepital of the Agency. At least 
two-thirds of too capltel shall be psid in prior to commencement of 
operstions, Paid in capitel shell include the value of a building or 
‘pulldings end equ'pment which the Government mey provide, 


TIL. Operations 
4. Thea Agency siall have the following functions in Pelation to curr ne): 


(s} To scebilize and maintain the externa) and internal 
valua of the currency, 


(b) So hold and operate any monetary reserve funds as separat 
funda earmarked for monetary purposes only. 


{c} Te buy and sel) for Government account gold and silver 
coin ond bullion. 


\d) To s3viee the Government abous nes coinage anc candle 
the wufacture, shipwent end issue cf ail coins; it 
being understood that cof{ns would be Lagued only throush 
and 3% toe request of the frency. 


fe) To ragulate conmerciel banks, exchenge doslors and money 
changers as way be found appropriate, 


5: “he Agenoy vhall ald the Ministry of Finence in centrelising tio 
Paceipts sad axnenditures of the Government in accomlence with the fun: 





of the suthorized budget and tn controlling paymeate so that all brooches 


of the Jovernnent shall ebide by the budget. To thet ond the dgen 
shal. have the folloring Sunctions: 


(a) To receive and sct ag depositary for sll revenues Incliudiag 
fecelpta from consessionaire companie 2, from customs, iran 
the “aj end from other sources, and to maintain daposil. 
aeweunts under such heads as the Goverment througa the 
iinister of !inanee maz direc’, 


(b} Tp ees as agent for the Goveroment ic paying out funds (: 
purposes duly approved by the Goverouent through the 
iintsber of Finance 

&. The Agency stall esta. tsh a esearch Departnent to collect and 
analyte date needed to aid the Government and the Agency In formulating 
and cerryiug out Sinenetal and economic policios 

7. The Apency chall not charge any profits on ile receipts and payventy 
aad skeli not act tn any meer which conflicts rith the teachings of 
the [sismic lav. The Agency shell not undertake. any of the followin, 
funetlona: 

{@) Paying or vecclving Interest, 

(b) Recciving private depos?ts. 

{o) Making advanees to the Sovernzent of to private parties 


Id) tngeg’ng In trede or having en interest In any commere!r! , 
indvecriel ov agricultural enterprise, 


(e) Buying or holding fixed property excest ahat ths Agenc) 
reniovatly neais for its operstiona, 


(ft) Isselog currency notes, 














ae re 
b ‘8,. The Agency shall be untier the control of s Board of Uirectors woo 
» Sheil be generally *esponnible for ite effictent adnintstration anid, : 

Operation and shell have auch powara 66 arn heceasary and approprieis a 
that ond. he Beard 5¢ Vrectors mney méke such Poles and repulations oa 
it may consider Sucessery and epptopriote io the conduct of the worse of 
the Axency in ectordence vith this charter. In tha svent thet eheness ty 
thie charter are ound ne cessary, the Board of Directors shall recone d_ 


them to the Gover rant through the Winlster of Finance, 































i) 
9 The Ageney in the dante, "Saudi Arebisn Konetary Ageney", shell ts 
corporation with vontinuin: succession, The Agency is authorized tu 
take euch action 4 may be nooessary end appropriate te tive affoct te 
this charter nel efng, but withent thereby limttlag tts authori ty, 
authority to weke concrent &, to aeguire anc hold and pledge essete, rad 
Co dntur such liabilities na are necessary and spareprieta to the conduct 
of its oserations 


10, ‘The Board of Directors shall conshat of a President, a Vice-=Prepldepgy 
a Governor of the ‘gency, sod two other wonbers, Those shalt be aproir tad 
by On oFier of Ute lajesty the King upon nomination oy the Minister oF 
Pineace. 


Il. The Minister of Minence shel) nominate the Governor of the Agenc 
and obtala en oro p far his ‘ppointment from Hla Letasty the Rings The 
1 


Goveepor ahold no 2® Yoroyed Prom orfioa except bey awn order fron Hie 
Majesty che King, 


V. Reporte sod Apaty 


LE, The Aganey shell render to the Government through the Minister of 

Pinence vionthly venorte of ita erations. The Apency shell se sub font 
‘) od bn, . 

to sudit by audivore enpotuted oy the Covernment, 
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te 


ters of the Mandl sovereign, 
ny the tucgvtaxy inoue, 
the eastern side of the Kingdon, of eon as 


Ae the tying cf the Saud! sovereign will offfect the lavigetary income, accord- 
ing te the qurrency to whieh it fi (ded, thon the intercat of the State requires 
that moang be followed ubich will Langue or wich will not couse any decreane in 

We find it advisable te take inte concidemticar 

f thoes tw currencies, 


5e 


our inewne or any deficit remlting from the dren in the rates of exchenge, 








riyal ond seversign, anoually. 
access in ancunt of the currency isousd, will affect the Budgets 


ALD these things and aleo cther things are strongly related to the State's 
Budget and the State's finanelal policy. Therofore the Department of Administration 
of the Ministry of Finance to be edviged of thoae matters while being studied 


and before arriving to a decision. 













a Lsison offi 
tis Yoweldeney the Vintster of Finance ia the person vho has the right to sign 
aloo ainge Hie Exeellency has the right to appoint 


@ 
dome through the Department cf Administratt 
Ministry cf Finsnee, even if the withdrawal is ores Linte af te Delgrt'e 
ree and 


cliceations, But the registration of the incom expendi 
dation of neccunts shall be done through the Department of General Adpinistraticn, 
wince the Board cf Canora) ‘cocunts 1a for, and cwing te the long Coverment rutin, 


The Agency's account shal) ecneict of two sections: (a) Payments and with 
dravals from the Budgets (b) Banking operations of the Agency. 


Both acgcunta shal) be dome through the mentioned Department. 


j 
§ 
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The Depertwant of Conaral Adeinintraticn ghal) receive a copy of the orders 
‘amused by Tig Bxcellenay the MMntster of Minence for depositing or wi thérawing 
money and those eniere shall be signed by lin or ty Mo representatives the 
departaant ghsll also receive mtificctions of suns received and expanded. 


te de edvisable that at the ent of each moth or week, a reconciliation of 
the Mintatey's and the Agenay’s registers be made es regurts income an! expenditures 
Tt 16 also possible to de that at the ond «f Depertnent 
eof Atwinistration and the dhall iseue a statement to each other, and they 
shall send an ef thoee gtatenente the next day, It ts alse necesrary 
that the Department cf Aduimistreticn should soni te the Office of His 
te Minister of Finance, a statenent of ths cash in the Agency's vault, o¢ that 
vithiravals shall be made fron the eash actually avatleble, 


I hope you will metifty us of the exnet 


3 
§ 
ri 
s 
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In order to aveld unnecessary expense, 
date on which the Agency shell start work, 


t whald be chiiged to include the Ayency expense in the State's imdget, 
Qaerefere I hope yuu vill provide us vith a dete! led oatinate of those expenses, 


I hops we vill nest mnt \ednosday, 27th August, 1952. 
Yours sincerely, 






De the Minister «f ) ‘nance A copy to Mary Rowen Khalid ial 


STAFFING OF AGENCY ~ FISCAL FUNCTIONS 


The Saudi Arabian Monetary Agency will require the services of certain 
specialized personnel to fulfull its responsibilities for collecting 
revenues and making expenditures on behalf of the Government, An estimete 
of the kind and number of such personnel is as follows: 

1, Gashiers - One senior (non-Saudi); two assistants (non-Saudi) (one 
for collections and one for disbursements), four juniors (Saudi) 
(or cashiereclerks, trainees -- one for collections and three for 
disbursements), 

2, Accountants © One assistant chief accountant for fiscal affairs 
(non-Seudi), three accountants (noneSeudi) one for collections 
and two for disbursements; five junior accountants (Saudi) or 
bookkeepers, (one for collections and four for disbursements), 

The senior cashler and the assistant chief accountant should, in addie 
tion to normal qualifications, be capeble of developing procedures, forms 
and systems in cooperation with the Ministry of "inance and other Minietries 
and Departments of the SAO, 

Minimum qualifications for Saudi employees listed above should 
include: 

le Enowledge (speaking, reading, and writing) of English lenguage, 

2, Uquivalent of grade school arithmotic (addition, subtraction, 
division, multiplication, fractions end percentages. ) 

3, Good health and physical appesrance 

4, Capacity and desire for learning and advancing, 







» In addition to these personnel the Agoney will require the services 
o perhaps four or five runner-messenger type people, of approximately 





the sane qualifications as the other Saudi steff, 

It is suggested thet Shaikh Hussein Jastaniya be consulted in 

recruiting Saudi employees, 
/ 
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UDI_ARABIAN MONET. ENCY: MATTERS ATTENTION 


Building and vault, completion 
Equipment (1) local, (2) from abroad 
Staff, (1) local, (2) from abroad 
Number and grades 
Poliey as to salary and privileges 


Capital + 
Investmént to date and underway in building and equipment 
Provision by the Government of equivalent of 500,000 sover- 
eigns (or 2/3 thereof): 
Building, equipment and organization costs 
Gold 
Silver 
Foreign exchange 
Provision of immediate funds for outlay pending provision of 
full capital, 


Appointment by decrees of Yirectors and Governor, 
Organization of Directors: 
. Offteers 
Executive Committee 
By-laws 
Authority of Governor to operate 









porary organization of the Agency 
Secretary to Governor 
Accounts 
Custody of Funds 
Tomporary services from local banks 
Correspondents 


Publication of report 


Gold soveretans 
Policy re issuance 
Decree 
Riyals 
Policy re exchange 
Piscel Agency functions 
Relation with Ministry of Finance 
Instructions to receive deposit of receipts: 
Aranco 
SAMS 
Pacific Western 011 
Customs 
Ha} 
Etec. 
Arrangements to pay per the budget 
Minister of Finance 
Other Ministries and Offices 
Contractual obligations of SAG 
Transitbhonel arrangements with NTS 
Arrengements outside Jidda: agencies 


Economie and finencie) research 


DECRLE 


No, 30/4/1,/1046 Date: 25 Rajeb 1572 
(April 20, 1952) 


With the delp of God Almighty, 
We Sbdul-Auiz Ibn Abdul-Rabman Al-Feisal, King of Saudi Arabia, 


In view of what our liintstsy of Finance has submitted to Us, and in v! aw 
of the fact that the neceassery measures to be taken to strengthen tlic 
currency of the Utate and to stabilize its value end to fix this value ir 
relation to forviga currencies are necessitated by the interest of th 
Stace sud people, and also to avoid the losses resulting to the Tress: 

and the people fron fluctuations in the value of foreign currencies r: ju) t 
ing becuse thers is no fixed and stable value for the Saudi Arabien 
currency In relation to forsign currencies, 


Ke therefore ordain the following: 


cle i, There is hereby created according to these regu- 
ations an institution co be called "Saudi Arabian Monetary Agency, 
the msin opereting office in which it shall start its functions 

to be in Jidca. Tt shell have branches and sgencies in the 

places whare raquired, 






Anti 
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feticle 2, “he functtons of this Agency shal) be: 


Picet: To strengthen the currency of the State and to stabilize 
ite value end to flx its value in relation to foreign currencies. 


Second: To aid the Niniatry of “inance in centralizing tae receiols 
end expenditures of the Government, and in controlling expendi- 
tures in accordance with the items of the authorized budget, . 


Third: The 4peney shall neither charge nor psy any profits on ite 
raceipts and paynents and shell not act in any manner which 
conflicts with the teachings of the Islemic Law 


x 

The two Decreas, 30/4/1/1046, and 30/4/1/1047, and the 
Sheeter were published in the Supplement to the Official 
Gavebte, Om ¢) ura, No, 1410, dated 3 Shaban, 137) 
(Apri) 27, 1952) 


Uoor. seats hess Se © f. 30/4/%/1.048 taoved 9S digs Lark ae 
‘the Chorter fo. the Sauil Avabi an. wonacary Agency, whieh 1s. 
abteched to this Order and which conelats of tank ve amtiales, ec 


Tn tiew of whee Oar Mialeter of Tinancs nas enonitted to Ue, 


We coddin the Solhowing: 
The Cyineter ror the Saud! Arebian lone vay Agency peterred 
foe pos Atagned to tale Order 4s horeoy ganoitoned, aad # 
mies patting ob Inte affects 
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CiSRPIR OF Cid SAUDT ARABIAN iONETARY AGENCY 


I, Cpeation snd Objects 





‘chy created according to these regulations an insti-~- 
o¢ “Saudi Arabian lionetary Agency," the main opereting 


ao 
Old 


OODLE 


ud 
acl 
the 
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2a 


Hi 


* ghall start its functions to be in Jidda. 
agencies in the places where required. 


the Agenc 


shall be: 


(a) To elrengthen the currency of Saudi Arabia and to 


It she). 


lize it in relation to foreign currencies, and to 
the losses resulting to the Government and the 


from fluctuations in the exchange value of 


fraolen coins whose rates heve not so far been 


in relation to foreiga currencies which form 
efor part of the Government's income. 


the “inistry of Finance in centralizing the 


ts and expenditures of the Covernment in accord- 
‘th the Items of the authorlzed budget and in 


iling peyments so that «11 brenches of the 
rmens shell abide by the budget. 


TI, Capitel 


ll have en authorized capital equivalent to 500,000 
calculated at $12.00 and equivalent to $6,000,000) 
ell provide the entire capital of the Agency. At least 
) capital eaall be paid tn prior to commencement o* 
| jn capitel shell include the value of a building or 


‘pment which the Government mey provide. 


IIT. Qperetions 


11 have the following functions in relation to currence); 


s of' the currency, 


ecsebilige ond malatain the externa) and internal 


‘d and operate any monetary reserve funds ea separat 
; oarmarked for monetary purposes only. 


snd sell for Government account gold and silver 


né bullion, 


, 
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To ¢ 
AGL: 
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5, The Agency ¢ 
receipts snd exr 
authori z¢ 
of the Governvert shell abide by the budgst. To that end the Agency 


a 
of the 


shalt 
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7. The Agency 


/ ‘ 
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” 
at) 


Pece 


lind 


: “pan 3) 
analyze dave ne 
and carrying ou! 


and shell not ar 
tho lelaule Lar 


funet!< 


Yat 


2. 


iving the Covernment about new coinage and handle 
comufacture, shipment end issue of ell coins; it 

, understood thet coins would be issued only throuch 
ct the request of the Agency. 


sulete cormercial benke, exchenge dealers and monoy 
rors ag may be found appropri ate. 


roll aid the Ministry of Finance in centralizing the 
suditures of the Tovernment in accordance with the itome 
} oucget and in controlling payments so that all brarches 


nave the Tolloxlng functions: 


receive and act as depositary for all revenues inelwdiiug 


lots from concessionaire companies, from customs, frou 
i1f sad from other sources, and to maintain deposi! 
inte under such heads as che Goverraent through the 


isver of (nance may direc. 


» as agent for the Sovernment in peying out funds for 


roses duly epproved by the Government through the 


gver of Finance. 


Ll. establish a Research Department to collect anid 
jod to aid the Goverrment and the Agency in formulating 
Minsneial and economic policies. 


sooll not charge any profits on its receipts and peyiicites 


6 ln any menner which con?licts with the teachings «f 
The Agency shell not undertake any of the followin: 


‘ny or race! ving interest. 


iving privete deposits. 


1, aévencos to the Governnent or to private parties, 


cging in trade or having an laterest in aoy commerci s! 


g0rlel or agricultural enterprise, 


, of holding fixed property except what the Agency 
ably needs for lve operations. 


ulng currency notes, 


a Oe 





IV, Dineatfon end Admiciutretion 


8. The Agency shail 3 under the control of a Bosvé of Directors witc. 
shsil be generelly responsible for {te efficient aduinistration and 
opersiion and ane have such powers as are necessary #nd epprepriacy .o 
that end. The food of Myrectors may make such rv! fe snd regulations 9 

1% ney consider nacessary and sppronrtate to “he corduct of the work 9! 

the Avency 4 EM BOLI deaes with thie cherter, Jn the event that chanzos 
thie charter are Toand necessary, the Board of Directors shall rece is 
then to the Gover: ment through the Winieter of Finance. 





9, _ The Aganey ix the name, "Saudi Arabian Wonstary Agency", shall | 
corpora'i¢n with scat iauir ¢ guécession, The Agency ig authorized to 
toke such acticn i may be nesessary and appropriate to give effect bo 
this charter ine] ring, Pak sithout thereb: limiting ite aut: ority, 
authority co meke concracts, te eequize anc hold and pladge ossets, 

to facur such Lia 
of its cgarations 








12: Xe he are necessary and epprapriate to the & mIuCt 





10, The Bos 
a Governor 
by 60 oxen 
Plosace 


Inactors shall consist of « President, a Viee-Prerivens, 
‘gency, eft two other menbers, These shall be eprol ted 
& joaty the Klng won nomiestios vy the Wtalater of 





41. The iinistar of Minence shall nominate the Governor of the Agouty 
and obtain en ceria for his appointment from iis Kefosiy the Ring. the 
fovernor akell mor oe momoved from of flea exeeot by an order from Hi: 
Mejeaty she Sing 


1. Reports end Sudtt 
| 
12, The Agency 1.911 vendor to the Sovermment througs the Minfater or 


Pinanus monthly . cortu of ite operations. The Agency shell de subject 
to sadit by audicor: sppelated vy the Sovernmant. 
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November 14, 1951 
PRELIMINARY REPORT ON ESTABLISHMENT OF A GOVERNMENT BANK IN SAUDI ARABIA 


The desire of the Saudi Arabian Government to create a government bank 
shows an appreciation of the important part that such an institution can 
play in the country's progress, Most countries have government banks of 
one kind or another, Such banks make casier the handling of public ro- 
ceipts and payments and the holding and transfer of funds, They provide 
machinery that is highly important for the operation of a convenient 
monetary system, They afford means to regulate local monetary and banking 
practices as mey be appropriate, They give close and regular contact with 
foreign financial centers, They collect and analyze data about local and 
foreign financial conditions and thus ere in position to advise the Govern~ 
ment on important problems of policy, 


Creation of a government bank of the type proposed in this roport can, 
with careful and understanding management, promote those important ends, 
Saudi Arabia has been growing so rapidly in resources that its cxisting 
financial machinory is inadequate or undeveloped in some important respects, 
and a government bank can help to remedy this situation, The purpose of 
this preliminary report is to outline the kind of bank that in my opinion 
is best adapted to promoting the progress of Snudi Arabie, There are of 
course many important matters involved thet will call for further analysis 
if the Government decides to create such a bank, 


Qrereticus 


The main operations should relate to: (2) fiscal agency funct: ons; 
(b) monetary and banking affairs; and (c) financial and economic research, 


(a) Fiseal metions: These would bes 


To act as the depository of revenues in local currency of all 
branches of tho Government, 


To receive all tho Government's forcign exchange revonues in 
accounts maintained abrond; to make oll payments for Governmont 
account in foreign exchange; and to sell foroign exchange for 
local currency to banks only and not to the public, 


To be the Governnent's agent to pay to governmental depart- 
nents suns due thom in accordance with the agrood budget, 


To bo the Governnent's agent to pay governnental contractual 
obligations in accordance with the agroed budgot, 


To hold working funds for the Governmont, 
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Comment: The Governmont has no adequate fiscal agont, Organization 
in the ficld of public finance has not kept pace with the rapid growth of 
revenues and expenditures that is duc to expanding oil revenues, This 
growth has cone so recently -~ in the past three years += that there has 
not been time to develop adequate machinery to handle receipts and payments, 
An organization that sufficed for the more simple society of Saudi Lrabia 
of a dozen ycars ago and a yearly budget of Rls, 25 nillion (say $7,5 million), 
cannot properly handle a budget twenty tines as groat, 


In particular, foreign exchange has become a major problem, About five= 
sixths of the rovenue now is in foreign corroncy, mainly from oil and to a 
snaller oxtent from the Haj and such sources as tho Saudi Jrabian Mining 
Syndicate and the Pacific Wostern 011 Company, Wise handling of forciga 
exchange problems as woll as wise use of foreign oxchange is vital to the 
country's stability and progress, The savings to the Govornnent from care} 
ful centralizod handling of foreign oxchange transactions ought to be sub- 
stantial and should justify creating tho bank apart from anything clse, 


Tho bank thus could help the Govornment to use to best advantage the 
sterling and other "soft" currencies received from iramco, the Haj, et 
cotera, Roceipts of those currencies from all sources in 1951 my be 
estimated to be equivalent at free market rates to perhaps $30 million 
or 20-25% of total current rovenues in foreign exchange, Total purchases 
from the sterling countries in 1949 wore of somewhat sinilar anount -- later 
figures ar@ not available, Honco in cffect the Government can be viowed as 
a supplior of Saudi Lrabia's noods for those currencies, Tho benk could 
soll these currencies in an orderly way to inportors at the best rates 
obtainable and roceivo riyals or sovercigns in paynont, 


At present such fiscal agency functions as exist aro divided betweon 
the NTIS (Netherlands Trading Society) and Kaoki (Saleh and ‘bdulaziz aal 
Minki and Salen Bin Mfooz Co,) The NTS handles most of the Governnent's 
foreign exchange business, notably payments against discount of Lranco 
poynents, Kaaki handles most of the riyal and gold transfers within the 
country, 


In order that the now bank acting as fiscal agent should not unduly 
curtail the activitics which NTS and Kaaki and othors my reasonably oxpect 
to continuo, especially as to foreign exchange, it is proposed that it would 
deal only with banks and not with the public, On the one hand that would 
leave to the banks a normal and roasoneble function, On the other hand 
it would avoid risk that the resources of the now bank would becone too 
involved with non-govornnental dealings, iis to inland financial transfors 
and the like, tho now bank night at loast temporarily give to Kaaki agency 
functions in some places and thus make use of his experience anc organization, 


The Government, bedides having nost of its receipts in foreign currency, 
has largo payments to make in foreign currency, There should bo a foreign 
currency budget included in tho rogular budget covering paynonts in foroign 
currency, and these should be ide, subject to suitable control, directly 
from receipts, Of course the nominal cquivalent in local curroncy would be 
included in the budget, Such foreign currency as is sold for local expenses 
should be sold by tho now bank in an orderly way so as not to disturb the 
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The Governnent should build up local currency deposits in the new bank, 
as well as deposits abroad in foreign currency, on which it can draw for 
current expenses, This is better than relying as at present upon the lines 
of credits granted by the NTS and the Banque de 1'Indochine ($6 million and 
$1,2 million respectively), Also it is inportant that the current reccipts 
of all branches of the Governnent be passed through the Ministry of Finance 
instead of being used directly by some receiving institutions, 


The Bank could be of great value as agent for the Government in paying 
the budget and the Governncnt's contractual obligations, es per standing 
instructions to be given it, Of course it would have to be in possession 
of sufficient funds, If a system of recoipt of revenucs and punctual payment 
with priority of basic costs of government and of definitive contractual 
obligations can be created through the new bank, the Governnent's credit 
and the efficiency of its operations would notably improve, This pro- 
cedure also would simplify administrative procedures and save much work to 
the Ministry of Finance, 


The experience of Venezuela is significant as to handling its large 
revenue from oil, Venezuela has a population similar to Saudi Arabia, but 
only one-third of tho area, Its reserves of oil are of the same order of 
size, Its current production was about 500,000 barrels daily in 1940, and 
has risen to about 1,700,000 deily at present, In 1940 Venezuela's Central 
Bank held total rescrvos of $31 million, but these have now rison to $373 
million, Meanwhile Venozucla has nade great progress fron use of oil 
revenues for cconomic developnent, education and public health, 


Saudi Arabia would do woll to emulate Veneguola's cxample in building 
up gradually large fineneial reserves, Dopondonce upon a single iten, oil, 
is so oxtrome that any happening thot roducos naterially the revenuo fron 
oil would be a great shock to the country, The oil business is now booming, 
But it is subject to ups and downs, and the boon will not lest forovor, 
Sendi Arabic will act wisely if it builds a rosorve to cushion any shock, 
Tho proposed bank could bo invaluable to the Govornnont in holding and 
administering such a rescrvo, and holping to dotormine where and in what 
form it should be hold, 


(b) Functions reletink to curroncy and banking, These functions, 


in addition to those just discussed that rolate to foreign gxchenge, woutffo-” 
be: itt we “eto” 
> LT 
, To handle any operations to maintain andgstabilizo the internal 
and extornal value of the curroncy, 


To buy and sell for Government account gold and silvor coin and 
bullion, 


To advise tho Govornnent about now coinage, arrange tho nanu- 
facture, shipmont and issuo of all coins, 


‘wth * 7 To handle issue of token coins, if, as and when issucd, These 
ve ) would be issued only through and at the rocuest of the bank, 
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To hold and operate any nonctary reserve funds as separate funds 
earmarked for nonctary purposes only, 





f 
ak 7 regulate banks, oxchange dealers and honey changers, / fiw" / 
SOKd There is no adequate mchincry to handle nonetary affairs, 
Ce8e, (2) to handle introduction of the new gold coin and take action af 
focting its valuo, or (b) to provide ovontually a conveniont systen of 
subsidiary coins linited to needs of the circulation and convertible into 
a standard mit, Thore is no machinery to rogulate banking, foreign ox- 
change dealing or noney chenging, 


Whatever the nonotary ncasurcs the Governnent nay eventually adopt, it 
needs now paobincry, Lack of machinory now makes it harder to introduce 
the new gold coin, And when tokon silver coinage is to bo introduced, 
nachinory cloarly will be needed to gauge the donand, to limit issucs to 
what is needed, and to assuro full and ready convertibility at par without 
cost, 


Funds allocated for currency resorves should be treated as trust funds, 
and sot aside for nonctary purposes only so that they cannot be diverted 
for orfdnary oxpenditures, The sizo of such roservos and the nature of thoir 
use and control will depend upon tho kind of action taken for nonetary reform, 


(c) Fdnancdal and econamic roscarch, This is of basic importance for 
the future and clearly would warrant sotting up 6 special department in the 


proposed bank, The functions would bo: 


To collect and analyze data noeded to aid the Govornnent and tho 
bank in formleting and carrying out financial and economic 
policies, and for appropricte infornation of the public, 


nt: No mehinery for economic resoarch now exists in the Govornnent, 
Pornanont nachinory for gathoring and analyzing data is necessary to help the 
Governnent in formulating and carrying out wiso financial and econonde policy, 
The Official Gazette of Scptomber 7, 1951, contains a docision of the Ministry 
of Finance to establish a now office "to handle economic affairs", If the 
now bank is created and has a department of ccononic rescarch, the lattor 
should work closely with the new economie offico of the Ministry, 


The bank end economic develoment 


Encouragonent of cconomic develoyment is of utnost importance to Saudi 
Arabia, Though tho country's natural resources oxcept for oil and some othor 
nincrals aro definitely linited, thoy can bo devoloped to an important oxtont 
and their utilization inproved, notably through carcful development and handling 
of water supply, 


Procedure for handling development varics in different countries, In 
sone it is under a spocial board or commission which nay includo loading 
officials, In others a special bank hes been created to pronote develop- 
nont, Also development has been handled in somo countrics as a spocial 
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department of a government bank, Tho type of procedure which seens best 
adapted to this country is an inportant matter for separate detornination, 


The first problen is the source of funds for development, The Govern 
nent's revenues are so excellent that revenue should suffice to pornit 
sizeable allocations, In part those funds could be spent directly through 
usual budgetary procedure, e.g,, for roads, But in pert funds could be 
loaned out, o.g,, to finance local water development that would bring to 
local farners such benefits that they could gradually repay the original 
cost of the inprovenents, Where local land values are enhanced by such 
development the local farmers might, for example, organize a cooperative 
association to take responsibility for repaynent, 


There are now no facilitios in the country for aiding developnent by 
intermediate or long-term credit, The procedure for carrying out a develop- 
nont progran will call for consideration incbtail, But the proposed bank, 
even though not lending its ow funds, would be in position as the Govern- 
nent's fiscal agont to help in carrying out such plans, 


Operations not _to_be undertaken 


The now bank would be an important new departure for Saudi srabia, 
Over a period of tine it may be expected to grow and to develop new activities 
under changing conditions, as has hepponed in the case of other government 
banks, For the presont, however, it will be wise to begin gradually with 
the essential functions just outlined, and to gain oxpericnce and confidence, 
There are other functions which governnent banks in nany other countrics 
perform, Somo of these it would not bo necessary or expedient for the now 
bank to underteke under prosont conditions, 


Operations of the above kinds include the followings 


To issue notes or other circulating obligations of the usual 
kind, 


To make loans to tho Governnont, or to guerantce or endorse 
obligations of any Governnent Departnent, 


To receivo privoto deposits, or lend to private parties, 


To engage in trade, or to have an intorost in cny industrial, 
commercial or agricultural onterprise, 


To buy or hold fixed property except what is reasonably needed 
for business promises, 


Comment: Saudi Arabia has long boen used to metallic money, and for 
sone tine to cone will bo wise to continuo a "hard money" system, The new 
bank, therefore, ought not to issue notes or other circulating obligations 
of the usuol kind, But this does not moan that Saudi Arabia nust forego all 
of the advantages of a convenient noans of paynent in larger denominations 
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or of elasticity of the supply of noney, Those advantages can be gained 
to a mterial extent in other ways, Gold coins have a large value in 
proportion to size and weight, At prosent Egyptian and Indian notes 
circulate to sone extent, and at the tine of the pilgrimage they are nuch 
in evidence to give needed elasticity to the currency, While less con- 
venient then noney directly interchangeable with national currency, use 
of these foreign notes ean and does obviate carrying large anounts of 
specie, Rupee notes circulate to a considerable extent in the castern 
pert of the country, 


Existing private banks can be encouraged to facilitate transfers by 
developent of the systen of checking accounts, They can make wider use 
of cashiers! checks, 


411 of the bank's capital would cone from the Governnent as per the 
proposal nade below, The bank would not create credit by issue of bank- 
notes or receive othor than Government deposits, Hence it would not have 
loanable funds apart from public revenues, and these revenuos are needed 
for the Governnent's use, In other countrics loans to government have 
been the bane of many rovornnent banks, If the new bonk were in position 
to make such loans they night soon tic up any freo funds, Sinilarly the 
bank would not be in position to nake loans to private partics, 


In other countries it is the gencral practice of governnont banks to 
deal with the public in nonctary and banking natters only to the oxtont 
necessary to carry out tho country's basic monetary policy, Such banks do 
not generally accopt deposits from the gonoral public or nako loans to 


private partics, 


Tt is of course tréo that banking organization and practices are not 
well developed in Saudi drabice, Banking consists mainly of handling sales 
of forcign exchange by the Government and Lranco, fincncing inports, noney 
chenging and speculation, Thore is little use of credit except to finance 
inports and to anticipate Government requironents, There is very little 
holding of bank deposits, since working capital and porsonel reserves are 
lergely in the forn of hoards of gold and silver, 


It is important to dovelop modern banking practices in Soudi Arabia, 
But lack of nachinory is not the causo of the prosont undeveloped stato 
of affairs, Already there are four nodern-style banks hero which could 
offer incronsed facilitics if conditions so warranted, Thoro is no need 
for a governnent bank to handle ordinary coumcrcial mattors, 


Furthernore, the new bank's succoss will require all possible co-= 
operation fron the comercial banks, In principle this will involve not 
compoting with then in ordinary banking business, If the now bank is to 
take over the Governnent's foreign exchange business, it is all the noro 
inportant for it to loavo ordinary banking business to private banks, Thus 
in buying and solling foreign exchange it would deal only with banks, and 
leave to them doalings with private partics whose credit standing and noeds 
they can nost readily appraise, 
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A governnent bank can do much to pronote the sound developnent of 
private commercial banking in Saudi frabia, As it gains oxpericnce it will 
be in position to adopt ncasures to rogulate local banking practice in the 
interest of the ontire conmunity, It can and should gain the confidence of 
the private banks and often will be able to help then with their problens, 


The above analysis shows clearly that a new bank should be a service 
institution and not a comercial bank, Like governnent tanks in nost countrics, 
it should ain primarily not at a profit’ but rathor at promoting bettor adni-~ 
nistration of the national finances and improvenent of the country's financial 
and economic system, While the bank should charge the Goverment corisal ons 
sufficient to covor its expenses with a fair margin, anything beyond this 
would serve no useful purpose as it would be like taking noney from one pocket 
ond putting it in another, 


Capital and profits 


h bank of the type horein proposed would not lend its capital but rathor 
would reccive, hold, trensfor and pay out governnent funds, The anount of 
capital noeded would depend mainly upon the cost of necessary business pro= 
nises and oquipnont and upon costs of organization, Neither fiscal agency 
functions or the reguletion of the nonctary and banking system would call 
for any special capital, 4 reform of the curroney would call for cizeable 
reserves, but these should comprise funds that would be specially carnarked 
and safeguarded and that could not be usod for other purposes such as general 
expenditures of the Governnont, The cost of economic rescarch would be 
covered out of current income of the benk, 


The bank would charge the Govornient with the cost of specific services 
rendorod, such as trensfer of noney within the country, 


The nain source of tho bank's incore should be a flat comission payable 
on foreign exchenge and other roceipts crocited to the Govornnent's account, 
This income should bo large onough to cover all tho bank's expenses, If 
yearly rocoipts aro $100 million -- they are now running at an oven higher 
rate -- a cormission of 4% would yiold $250,000, While a budgot for the 
bank will have to be worked out in detail, it is clear thet a modest cone 
nission will cover oxponses, 


Not profits should be credited to reserve account, and efter o point 
may be transforred to curroncy roservo funds, 


Since in principle tho bonk should act jrinerily in the interest of the 
country as a whole and not mainly with o view to profit, it would be pre- 
forable in ny opinion, thet its capital be provided wholly by the Govornnent, 


Mancgenont and control 


Tho Board of Directors should be chosen in such :mnner as to provide 
for the best practicable considoration of Saudi srabia's true interests, 
Tho Ministor of Financo should be chairman, Other moribers should be chosen 
for their knowledge of comorcinl, financial, industriol and agricultural 
netters, There should be sone provision cither for naibers fron the nain 
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rogions of tho country, o,g,, Hodjaz, Nejd, 41 Hhsa and Asir, or for an 
advisory body comprising nen from those rogions, Monbers night be nominated 

to the Governnent by the Chanber of Cormerce and by the local banking interests, 
Each nenber, however, in the wording of Lrticle 33 of the charter of the Re- 
Serve Bank of Peru, should be "considered to be a representative of the Nation 
as a whole, at shell always vote for what he considers to be the general 
public intercst", 


If the governor is chosen as hereinafter proposed he should be a nonber,. 
Selection of a governor with proper qualifications is of the groatest in- 
portance, The hank's work will involve mny inportant problens that are 
highly specialized and technical, Though not fully o central bank, nuch 
of the work would be in the ficld of centrel banking, The problens will 
include such mtters as handling foroign exchange sales so as not to disturb 
the local markets; rogulation of banks, foreign oxchenge doalors and noney 
changers; coinage and issuance of coins ond oventual mintonance of their 
convertibility into standard money; operation of any monetary reserve funds 
with a viow to maintaining the internal and external value of the currency; 
and ccononic research to aid the Goverment in determining and carrying out 
its economic and financicl policies, 


In view of the very specialized quelifications needed for this work, 
tho Saudi frabian Government nay wish to do as a munber of otlor countries 
have done, and engage from outside of Saudi /rabia a woll-quelified man 
and entrust to hin the operation of tho bank in accordanco with goneral 
policies to be specified in the bank's chertor and uncor the genoral super- 
vision of the Board of Directors, One of his nost inportant dutics would 
be to train a staff of Saudi Lrabian nationals so that they cen gradually 
take over incroasing responsibility with technical competence and in the 
spirit of public service, As thoso gain oxpericnce, in cue tim o Saudi 
Arabian will develop the quelifications neodod to take charge of the bank, 


It has boon suggosted that one of the local banks night participate in 
the now bank and take charge of operating it, The now bank, however, would 
have many inportant functions of public character, and there are inportant 
areas in which the intcrest of a private bank would not coincide with the 
interest of the Governnont and the public, The now bank should not aid 
primrily at o profit, 4180 to choose a single bank @quld involve favoritisn 
to it as compared with others, Morcovor nono of the existing banks is of 
Saudi Arabian nationality, For these reasons I would prefer the tyno of 
nanagenont and control suggested above, 


enizat 
The bank might have threo departnents;: 
Treasury Dopartnont - to hendlo fiscal agency functions, 
Currency and Banking Departnont - for nonotary and banking affairs, 
Research Departnent - for economic and financinl research, 
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Corment: Those dopartzents would correspond with the functions al: cady 
outlined, Care should be taken to avoid ovor-organization, Of course the 
personnel nust be carefully chosen, Provably non fron other Lrab States will 
have to be enployed to some extent as staff, because of the leck of trained 
Saudi Arabs, 


Nane_and place of business 


4 good nane night be: Saudi Lrabian National Bonk, Other possible 
nanes ares: Bank of Saudi /rabia, or Saudi Arabian Banking ‘gency, The 
nane should not be "Central Bank", since it would not have sone of the 
functions which central banks cheracteristically perforn, 


The hoad c:flce should be at Jidda, Lvontually thore should bo branches 
or agoncics in other min centers such as Mocea, Riyedh, 41 Khobar and 
Huffuf, But the bank should avoid too rapid extension, 


ARTHUR N, YOUNG, 
Financicl /.dviser to the 
Kingdon of Seudi Lrabia 
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May 10, 1952 


STAFFING OF AGENCY » FISCAL FUNCTIONS 


The Saudi Arabian Monetary Agoncy will require the services of 
certain specialized personnel to fulfill its responsibilities of collecte 
ing fevenues and making expenditures on behalf of the Government, An 
estimate of the kind and number of such personnel,in addition to the 
cashier and chief secountant who will give a good part of their time to 
fiscal functions, is as follows: 


iy pasntere ~ Two assistant cashiers, (probably noneSsudi) (one 
or collections and one for disbursements); four juniors 
(Saudi) (or cashiereclerks, trainees -- one for collections 
and three for disbursements), 


2, Accountants - One assistent chief accountant for fiscal 
attains (nen-Seudi ) 3 three accountants (probably noneSeudt ) 
one for collections end two for disbursements; five junior 
accountants (Seudi) or bookkeepers, (one for collections and 
four for disbursements), 


The senior cashier and the chief accountant should, in eddition to 
normal qualifications, be capable of developing procedures, forms snd 
systens in cooperation with the Mintstry of Finance and other Ministries 
and Departments of the SAG, 


Minimum qualifications for Saudi employees listed above should 
inelude: 


1, Knowledge (speaking, reading and writing) of English Lenguage, 


2, quivalent of grade school erithmetio (addition, subtraction, 
division, multiplication, fractions and percentages), 


3. Good health and physicel appearence, 

4. Capacity end desire for learning and advancing. 

In addition to these personnel the Agency will require the services 
of several money counters and runner-messenger type people, of approxle 
mately the same qualifications as the other Saudi staff, 


It 1s suggested that Sheikh Hussein Jastaniya, “irector General of 
Finance, be consulted in recruiting Sandi employees, 


fy 


Budget Advi ser 





To; Dr. Young 
From; J.A, Stacy 


Subject: Blowers Cable 


Addition to next cable to Blowers re staffing 
should read; 


“Saudi Arabian Embassy Washington will be asked 
to supply you names and qualifications several Saudis 
studying in U,5, today who may be available for em- 
ployment in Agency. Suggest contact with S.A, Imbassy 


this matter .....¢ 


June 18, 1952 


MEVORANDUM FOR: Dr. Young 
FROM; John Stacy 
SUBJECT: Developments re Agency 


A cable dated June 17 carried the information that Blowers! 
ETA was July 4. Since this date was so far beyond that on which 
we had been planning, I have written Blowers a letter requesting 
more information regarding his plans, See copy attached, 


1, + Fuad and I have made several trips to the 
Agency bull and can see progress but, I am afraid, insuffi- 
cient to assure completion of the minimum needs by the target 
date of June 23025, A brief conference with Najib Bey on June 16 
indicated that Najib did not think the building could be made 
ready before August 1, My personal opinion is that this estimate 
could be a little on the pessimistic side since electric wiring, 
lights and cleaning on the second floor are nearly completed, 
and it seems to me that furniture could be installed within two 
weeks even though all work was not completed, 


2+ Vault. I have bad several conflicting cables and letters 
from Blowers regarding thickness of vault walls, We seem to have 
settled down now on the 12" thickness, J cabled Blowers for cone 
firmation of this and for assurance that instructions regarding 
requirements for installation of vault doors would be promtily 
forthcoming from Chubb, Blowers obviously intends that there by 
an "inner vault" since he has purchased two identical vault doors, 
These are in addition, I presume, to the escape door, 1 have 
discussed this with Fred Zahid, who comes to the same conclusions 
that I do on the basis of correspondence in hand, and says he can 
easily include the "inner vault" when specifications can be firmed 
up. In the meantime, Fred Zahid says that he can go ahead with 
the vault structure pending confirmation and specifications re 


Blowers cabled he had purchased two vault doors and wanted 
a letter of credit extended to Chubb, I wrote Najib Bey requesting 
=" this letter of credit, Najib Bey told me it had been 







wf Jocks to be used on the two safes vhich are locally, 
I taken no action with respect to firming up an order with 
‘Maghrabi, I assume the safes continue to be available, 


See correspondence from John Ghiardi dated June 3 re safes 
available in Cairo, I could see no need for immediate action on 


he ! « One of the most disappointing things 
in my conversation with Najib Bey was with regard to a house for 
Blowers. Najib would say no more than that "These houses will not 
be ready in time for Mr, Blowers’ arrival June 25, We will have 
to make arrangements for him to stay in the Gardens Hotel (villa) 
temporarily." Najib Bey apparently did not know that Blowers was 
bringing members of his family along, I explained that he would 
have his wife and mother-inelaw with him, This was perhaps the 
consideration which elicited a villa rather than a room at the 
Gardens Hotel, 


5. ! + In view of developments re Blowers! 
house it did not seem worth mentioning a house for Mcleod at 
this time, hence no further information on this score, 


6. Equipment. Fused has checked locally regarding office 
furniture and equipment and finds that everything needed is 
available locally, We cannot make any commitments in this ree 
spect, however, until we know precisely how much of what kinds 
of furniture and equipment will be needed. 
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Septouber 15, 1952 


Dear Mr. George A, Slowors 
Governor of Saudi Arabian Monotarry Agency 


i have read carefully the draft of & menorendum prepared 
for prosentetion to I. &, the Finance Minister, and pertaining 
to the subject of tying up the riyal with the faudi soverofgn, 
ang I heve observed that the points which may seem to be an 
lispediment in the way of the stebiilszation which we want ares 


1. Your fear from the manipulation of the money changers 
who shell endeavor to create a difference of rates (exchange 
profit) out of which they can make a good living. 


2, The theory of fluctuation of oxternal rates. 


%. The poseibility of the outbreak of a world war which 
shall impose a rate liable to go up and down, 


As long as the Agency fe alert, and is gure thet compoti- 
tion, the condition of the hoarded currency and importation due 
always to the present altvation are forced to ba inelined towards 

ld, it will be possible to fix the rate of the riyal at S40 
or one Saudi soverelen. Wo overlook the dollar, because she 
| pres ia of the riyal rate 13 at present the subject under 
Scugsion,. 


If we wore ready to redeem the sovereign with forty riyals, 
and vice versa; and if the poople--merchants or olhers--are 
confident that this redemption undertaking {is a true fact, the 
manipulation shall not be jeariul. ven it cannot occur, Bee 
cause on the basis of our undertakiny to fulfill our obligation 
Wo find that the merchant doos not sell the riyal at the rate of 
fR41 in the market, even if he wore in the farthest spots of the 


Kingdon, 


As long ag the Agency controls the movement of supply and 
domand, it wlll give the merchants a good impression after the 
elapse of @ short time, ‘his will load to stebilizetion and 
will get rid of fear wiich fs tmayined {n principle. A commise 
sion of one or two qirsh for exchange to money changers is ime 
peretive. 


As regorde the theory of fluctuation in the world markets, 
any change in the rates during peace time and even when commer 
cial amounts of silver clroulate in the market, the riyal here 
Will not be affected by its tying with the rate of forty riyals 
because the f¢l1 will not allow the merchant to onjoy a conside 
erable profit after taking lato consideration reight insurance 


and other expenses, ‘The merchant will not export 
or other currencies to import silver, ‘tho fall may not go 





10%. In extraordinary cases usually moasures relative to 
each case will be taken. The change in the external oxchange 
rates during peace time does not cause a fall or rise in the 
internal rates of the two currencies, because such change will 
not create a temptation for the merchant to deal in the two 
currencies or the two metals as he deals in merchancise. 


As long as wo shell issue an ordinance for the prohibition 
of exportetion or Importation of both currencies, smggling 
will not be troublosome and shall not givo concern, ospeclally 
when the Agency 1s always cautious not to mint amounts exces- 
sive to needs of cireulation, because the merchant 1s sensitive 
and foars the inflation even when the currency {s not in elreu- 
lation as this actually happened in the past. The Agency should 
aiso take shrinkage into consideration. Experience has proved 
that during war time the rates of the two metals are magnificent, 
while those of any papor ocurroncy--whother the dollar or 
other--are Liuble to fluctuations and unsatisfactory conditions. 
If wo study the theories and the history of failure of fixing 
the rate of the two metals we come to the conclusion that some 
mistakes wore comaltted, and that tho measure of one or both 
of them did not coincide with the fixed rate which should be 
maintained with ite nominal value. 


Also moans of comwmicetion are roelly important for 
stabilising the currency rate. Sut means of commnnication 
here are convenient, The exchange operations of other currencies 
are a different subject which we may find easy in due course. 


June 10, 1952 


POLICY ON WORKING KELATLONSHIPS SAUDI ARASLAN 
WONETANY AGENCY » DIAUCTOR GUNERAL FINANCE 


The Royal Decree establi the Saudi Arabian Monetary Age 
states as one of the functions of Ton o aid the Malshey ae 
Finence in centralizing the receipts expenditures of the Sovern- 
ment, and In controlling expenditures in accordance with the items of 
the budget." The Charter of the Agency {n further desoribing this 
fiscal activity of the A 6 that the Agency shall "receive and 
act as deposi for al tnoluding receipts from concession- 
aire compsnies, from customs, from the Haj and from other sources, 

and to maintain deposit sccounts under such heads as the Jovernnent 
through the Minister of Finance direct," and in addition shall “act 
es agent for the Government in p out funds for duly 
approved by the Governaent thr the Minister of »" The 
assignment of these funetions to the Agency touches upon but in no sense 
takes over the fiscal functions of the department under the Director 
General of *tnance, ‘The Ministry of finance, preswumebly operating 
metnly through the Director Seneral of Mnence, retains basic respons!- 
bility for controlling recelpts and expenditures, the Agency is "to aid" 
in these activities, Obviously the closest cooperation and correlation 
is necessary between the Ministry of "inence and the Agency, 


Responsibilities of the Ministry of finance regarding the Agency 
are: 


A= evenuess 


l. Advising the Agency as to the source and nature of 
Comerene revenues, in terms of the several currencies 
rece . 


&, Advieing the cy as to the manner of collection and 
payment to the Yovernment of its revenues, 


3. Directing collecting modiums of the Govermaent to deposit 
their collections with the Agency. 


4. Prescribing procedures to insure the orderly depositing 
of revenues in the Agency by ell agentw or agencies 
meking initial collections. 


5. Reviewing the collection and receipt records of the Ageney 
to assure that all revenues Which should be deposited 
therein are so deposited, 


B _- Expenditures: 

1. sitising the Agency as to authorized budgets of all 
Ministries and departments, 

2, Advising the Agency as to the estimated monthly cash 
requirements of the Government as a whole, and of 
exceptional cash requirements, 

3, Advising the Agency as to cash requirements in terms 
of the several currencies required, 

4, Authorizing cash payments by the Agency in accordance 
with written schedules and orders, 

5, Prescribing procedures to be followed, records to be 
maintained, and reports to be made by the Agency 
with regard to its disbursement activities as needed 
for control of import and export of currencies and 
for statistics which are very necessary. 

6, Advising the Agency as to authorizations of all parties 


who may draw upon the funds of the Agency, 


Responsibilities of the Agency to the Ministry of Finance are: 
A = Revenues: 


l. 


2. 


Receiving collections from sources indicated by the 
Ministry of Finance, 


Reporting revenues collected by source and nature to 
the Ministry of Finance and maintaining such records 
as may be prescribed therefor, 


Reporting non-receipt of revenues which should have been 


deposited into the Agency from any source, 


Be 
le 


endit 


Providing the actual currencies required for approved 
expenditures, and maintaining cash balances in terms of 
the several currencies sufficiently to cover commitments 
known or estimated by the Ministry of Finance, 


Disbursing cash in accordance with instructions given 
to the Agency by the Ministry of Finance, 





3, Reporting disbursements made in accordance with pro- 


cedures prescribed to the Director General of Finance. 





In view of the exceedingly close relationship contemplated bet 
the Ministry of Finance and the Agency, it is urgently recommended that 
the Director General of Finance be provided office space adjacent to 
the Agency to house offices needed to perform the day to day business 
operations and consultations which will result from the carrying out 
of the responsibilities listed above, 


John A, Stacy 
Budget Adviser 
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STAFFING OF AGENCY ~ FISCAL FUNCTIONS 












- Phe Saudi Arabian Monetary Agency will require the services of ! 

nm specialized personnel to fulfill its responsibilities = collecte 

, ere and making expenditures on behalf of the Tover » An 

C) te of the kind and number of such personnel,in eddition to the a 

cashier and chief sccountant who will give a good part of their time to ; 
fiscel functions, is as follows: we 


1, \gunbers © Two assistant cashiers, (probably noneSaudi) (one 
or collections and one for diebursements)s four juniors 
(Saudi) (or cashiereclerks, trainees e+ one for collections 
and three for disbursements), 


2 A gs - One assietant chief sccountent for fiscal 
oftaive (rign—Saud! ); three accountants (probably ah Saudi ) 


one for collections and two for disbursements; five junior 
accountants (Seudi) or bookkeepers, (one for colleations and 
four for disbursements), | 


The senior cashier and the chief accountent should, in addition to 
normal qualifications, be capable of developing procedures, forms and 
systems in cooperation with the Ministry of Finance and other Ministries ) 
and Departments of the SAG, i . 

Minimum qualifications for Saud! employees listed ebove! should 
include: 


1, Knowledge (spesking, roading and writing) of Bnglith language. 


2, Equivalent of grade school erithmetie (addition, subtraction, 
division, multiplication, frections and percenteged), 
| 


3. Good health and physics! eppearence. | } 
4. Capacity and desire for learning and advancing. | \ 


In addition to these personnel the Agency will require the services 
of severel money counters and runneremessenger type people, of approxie 
mately the ssme qualifications as the other Sandi staff, } 4 

| } \ 

It is suggested that Shaikh Hussein Jastaniyo, “irector General of 

Finance, be consulted in recruiting Saudi employees, ; 


June 10, 1952 


POLICY ON WORKING RELATIONSHIPS SAUDI ARABIAN 
MONETARY AGUNGY - DIRECTOR GENERAL FINANCE 


Sal 


The Royal Decree establishing the Sau an Monet Agency 
states as one of the functions of ‘the, + vite a the. Jaley of 
Finance in centraliging the receipts and expendit of the Governe 
a) ee poh ee expenditures in accordance with the ys 94 of 

C) get. of the in further deseri this 
fiscel activity of the pan ah cy shall edetw and 
act as depository for all revenues including receipts from concessions 
aire compenios, from customs, from the aj from other sources, 
and to maintain deposit accounts under such heads as the Government 
through the Minister of Finence may direct,” and in addition shall “act 
as agent for the Government in paying out funds for purposes duly 
approved by the Government through the Minister of Finance," The 
aasignment of these functions to the uches upon but in no sense 
takes over the fiseal functions of the rtment under the Director 
General of “inence, The Mini of Finance, i tat operating 
neinly through the Director General of Finance, reteins basic responsi« 
bility for controhling receipts and expenditures, the Agency is "to aid" 
in these activities, Obviously the closest cooperation end correlation 
is necessary between the Ministry of Finance and the Agoncy, 


Responsibilitios of the Ministry of ‘inance regarding the Agency 
aret 


A» Kevenues: 


1. Advising the Agency as to the source and nature of 
Government revenues, in terma of the several currencies 
recolved, 


2, Advising the Agency as to the manner of collection and 
peyment to the Government of its revenues, 


3. Directing err pe nadiuns of the Government to deposit 
their collections with the Agency, 


4, Prescribing procedures to insure the orderly depositing 
of revenues in the Agency by all agente or agencies 
making initial collections, 


5, Reviewing the colleetion and receipt records of the Agency 
to assure that all revenues which should be deposited 
therein are so deposited, 


Bn Expenditures: 


1. 


4. 


5. 


5S. 


Advising the Ageney as to authorized budgets of all 
Ministries and departments, 


Advising the “gency as to the estimated monthly cash 
requirements of the Yovernment as a whole, and of 
exceptional cash requirements. 


Advi the Agency as to cash requirements in terms 
Pg ay dy pon the Rebs oh. g 


Authori sing cash p 8 by the Agency in accordance 
with written schedules and orders, 


Preseribing procedures to be followed, records to be 
maintained, end reports to be made by the Agency 
with regard to ifs disbursement activities as nooded 
for control of import and export of currencies and 
for statistics which ere very necessary, 


Adviaing the oan as to suthorisations of all parties 
who may draw upon the fimds of the Agency, 


Responsibilities of the Agency to the Ministry of “nance are: 


A> Ravenea i. 


l. 


Receiving collections from sources indicated by the 
Ministry of “inance. 


Reporting revenues collected by source aad natwe to 
the Ministry of Finance and taining sueh records 
as may be prescribed therefor, 


Reporting non-receipt of revenues wiich sould heve been 


deposited into the Agency from any source, 
5 = Sxpends purest 


Providing the actual currencies required for approved 
expenditures, end maintaining cash belences in terms of 
the several currencies sufficiently to cover commitments 
Imown or estiaeted by the Ministry of Finance, 


Disbursing cash in accordance with inatructions «iven 
to the Ageney by the Ministry of Finance, 








3. Reporting disbursements made in sccordance with 
: cedures prescribed to the Director General of Fiemee; 





per 
and consultations which will result from carrying out 
of the rosponsibilities listed above, 


John A, Stacy 
Budget Adviser 





DECREE 


No, 50/4 /4/1046 Date; 25 Rajab 1372 
(April 20, 1952) 


With the Help of Sod Almighty, 
We <bdul-Agiz Ibn Abdul-Rahman Al-Faisal, Xing of Saudi Arabia, 


In view of what our Minister of Finance has submitted to Us, and in viaw 
of the !ect that tha necessary messures to be taken to strengthen thie 
currency of the State and to stabilize its value end to fix this value ir 
Pelutior to foreign currencias are necessitated by the interest of the 
State and people, and alse to avoid the losses resulting to the Trezaury 
8nd the people from fluctuations {n the value of foreign currencies re iult- 
ing becuse there is no fixed and stable value or the Seudi Arabi s)) 
currency in relation to foreign currencies, 


We therefore ordein she following: 


Anti¢ie 1, “hei 


ve io heceby created according to these regu- 
lations en fustitution co be called "Saudi Arabien fonetary Agency ," 
the main operscing office in which {t shall start its functions 


tote in Jicva i¢ shell have Sranches and agencies tn the 
plecas whare required, 


fetiohe 2, “ne functions of thia Agency shail be: 


Fieit: To ttrangthen tha currency of the State and to stabilize 
its value and \o fix its value in relation to forsign currencies. 


Sercnd: To aid the Ministry of Finance in ventralleing the receipts 
eno expenditures of the Covernment, and in controlling expendi -~ 
tives in accordance with the items of the authorized budet, 


Third: The épeney shall neither charge nor pey ony profits on ile 
receipts anc ocynents and shall not ect tn any mnennes which 
comfiicts with the teachings of the Islamtec Lavy. 


eens 


The two Decrees, 30/4/1/3046, and 30/4/1/1047, and the 
arber were published in the Supplement to the Officta) 
‘atatte, Qn 9. ura, to, 1410, dated 5 Shaben, 1372 


(april 27, 1ghe! 
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In view of whut Our Minister of Pinencs hea aubad ited to ve 
ordain the ‘cllowing: 


: tio Charter for Vee Sand{ Apablng Monetary Agency rei'errad to a 

i shove and attache? to ie Order 1a hereby aaactionsd, snd, Hey, 
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» obs and expenditures of the Government in accord- 


5. Tha Ageney shia 
e sovereiine 

Nhe “overnment sli 
two-thirds of the 
operations, Pald 
builcings and equ 


4, ‘he Agency sv 
(a) To 


RYSR_OF THE SAUDI ARABIAN WO.INTARY AGICY 





I, Creation and Objects 


y created according to thess regulations an insti ~ 

i "Saud! Arabian Monetary Agency," the main operati g 
shall start its functions to be in Jidda. It shel 

agencies in the places where required. 


the Agency shall be: 


anzghhen the currency of Ssudi Arabia and to 


lige 4¢ in relation to foreign currencies, and to 


the Lesses resulting to the Government and the 
from fluctuations in the eachaige value of 
Arabian coing whose rates have not so far been 
in relation to foreign currencies which form 
jor part of the Sovernment's income, 


the “inistry of Finance in centralizing the 


{th the items of the authorized budget and In 


‘Lling peyments sc that el} branches of the 


nent shell abide by the budget. 


Il, Capitsl 


11 have en authorized capital equivalent to 500,000 
alevletec at $12.00 and equivalent to $6,000,000). 

ll provide the entire cepital of the Agency. At lea:t 
capitel shall Se paid in prior to commencement of 

in capitel shell include the value of a building or 
pment which the Government may provide. 


IIf. OQperstions 


ll have the following functions in relation to curr ine;; 


piabillze and maintain the external and internal 
» of the currency, 


d and operate any monetary reserve funds ag separat 
earmarkec Lor monetary purposes only, 


and sell for Government account gold and silver 


né bullion, 







































id) To siviae the Government about new colziage end handle 
vue isnufacture, shipment end’ issue of colns; it 
sein underateed that cofng would be lesued only throug: 
ac a! the request ef the Agensy- 


io) Mo ve nlshe conmerelel banks, exchange dealers and mor 
cheng 28 a8 way be found appropri ate, 


5. “he Sgeney paul’, até the Minissry of Finances in centralizing tie 
racelots end exneud tures of the Government in accordance with the |! ute 
of the authori ue? badge’ and in controlling paymeale so thet all bra che 
of the Jovernnert sal abide by the budgat. To that and tha Agency 
shel) Lave the icllowrg Sunctlons: 


(nj To rsveive end act as depositary fer 9! revenves ino)! 4g 
racelote “Prom ¢ meessionaire companies, from customs, “ron 
the ‘laj ax feo other sources, and to maintain deposi 
Acco sats unde such heads av the Government through thy 
winitter of nance mey dirces. 


{b) To gov 38 agent for the Goveramant in paying out funde f+ 
purposes duly emrovec by the Government through the 
maki sher of PMnonce. 


Sy ‘The Aganoy ere.) esta. ah a Kesearc: Dapartment to collect ard) 
sntlyte dete needed to ald ine Governmen: and the Ageney in Cormuletl ag 
ani carrying out *ipenctal ud eeonomte colieies : 
7, The Agenoy 2°11 not charge eny pro’ite on its receipts and perocate 
and gheli wot act tn any manner which conflicts with the teashinge 9 
tie Ielemic law, The Agency shall not unlertake any ef the followin 
fune stone: 


(a) Payton or receiving interest. 


(b) Becelving private depos te. 






(o) Maktng advancas to the | yrerntent or to private parties. 





{d) Sngee ng in teade or bev ng e4 Interest tn any commerc! el, 
industrial o agricultura. enterprise, 






\o) Suyarg or holding fixed preverty axcapt whet the Agency 
Fagnsconehiy noods for its omPpations, 






Zanuing eurvency notes, 
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10, ‘ine Board of Miractons shall consist of a President, a {soe-Froctigg N's 
a Governor of ths Avendy, end tWo other meanders, Thess shal ds a 
by nO oYJer of Hi tia josty ¢ the Sing upon nomi neti'on oy tho inteter pr a 


Fenaace 


Li, ‘he Winieker of Finence shell nominate the Governor of the Age 

ang obtain en orlin for hig appointment from ile ile jesty the Hinge The 
Governor ahell io! be veneysd Prom offices except by an order from Ate ie 
tejesty Sha KG.ng. 


Y. Reporte ond Audtt 


12, The Agency hell rendar to the Jovermment throush the Miatster of 
~ Pinenes nonthhy sports of tte operations, Tha Agenty shell be subject: 
to audit by wudt crs tppefited by the Government. 7 





- . VF . 2 yey Bae vay 
Reet D April 14, 1952 
DRAVT DRORKE FOR INPRODUOTLON oF QHE SAUDI ARABIAN GOLD 





at ee as nia 
We nabtay ordadc ina 2 1% 


. ith a view to strengthening the currency of Saudi Arabia 
and stadllizing its value.in. relation to wryeyee our 
Minister of Pinanee is hereby authorized and directed to ‘the 
measures necossary and serosa? to dssue the saudi Arabian 
ue (hereinafter ‘the sovereign) in escoraance with this 

OFeRs Pa 


2, The sovereign shall weigh 7.98805-grans, siiall be .91666 
fine and shall contain 79322326.gteus of Zine golde Zhe sovereign 
ar be lawful currency of Saudi Arabia. its designation shall 

Dee 


3. ‘the Monetary Agency of the Kingdon of Saudi Azabia (here- 
dnaftdr called the Agenoy) siall have gensval charge of tha opaxation 
Of this deorge under arranpenglts ie be made Witu tha Aceney_by the 


Purchase all sovereiyns at par from the Agenoy for dollars, the 
Agenay Shall charge to whe Government all cowts of coinage and 
delivery to the Agency in Saudi Aravia. 


4, ‘The Apenay, as the Government's agent, shall be ros ble 
for mafritaining the’value of the sovereign. whe Agenay 

S0veraiens on demand in unlimited amounts at a par AU of 3 ‘ 
The Agency may charge for redewption a comission of »% and ay YE 
Plom Hony chax'ge not spanelins, cos, Finale #ox wisi of Sil 000 and 
over Agenay shall transLerse Agency shall 
Tedean lesser swis in sight Minti on fon Toe Ee 

is presented, in Aiferican currency at its option. 


5e The Agency shall set aside in a Currency Kesexve Pund 
amount by whieh paywents in dollars by the Government for sovereigns 
exceed the cost of the coins firured at $55 per fine ounce. ‘The 
Gurrency iesexve fund shall be kept in doliars and/or gold in lew York 
in banks of high standing in the name of the Agency and shall be a 
Separate fund earmarked and used for the sole purpose of 
the parity of the currency in foreign exchanpa, 
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K 7, Customs duties end ali other feos and charges collected by the 
Customs shall be paid my: Be soverelgns, except that any emount loss 
n 


than S£1 may be paid’ in riyels and/or qirsh, 

8 A gold unit an heneiy aneated be nentete the seatone sites. 
i on unit shell be equivalent to 1/10 sovereign end shall be destg- 
nated ss GU, All custome ererges, veluations, duties, fees and cherges 
now fixed in qirsh shall be converted Into gold units at the rate of 
40 customs qirsh per gold unit end shell be payable at the rate of 400 
custome qirsh per sovereign. 


9 The provisions of peragrephs 6, 7 and & may be given effect 
at different dates in different regions by snnouncement made by the 
Minister of Finence, 


10, “ffective immediately British gold sovereigns and other 
foreign gold coins may be freely exported subject to reporting to the 
customs at the port of exit for statistical purposes the number and 
kind of such coins esported, The penalty for falling to report the 
amount of such coins exported shell be 2% of their value, 


11, The Agency shall do everything practicable to meintein 
ateble rates for the riyal in terms of the sovereign but shell not 
underteke to meintein fixed rates {n the event of material chango in 
the internal or external volue of silver. ‘The Agency shell announce 
the rates at which it will buy end sell riyels for sovereigns and 
other currencies. 


12, The Agency shall pay out sovereigns under instructions from 
the Ministry of "inanee to neet riyal obligations at rates based 
upon those snnouneed in accordance with the preceding paragraph. 


April 30, 1952 
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Minister 
said 1 
handed 
let 
A few 
Najib a 
these 
When I 
did 
tax 
can 
no idea what sort of liability 
not be necessary for Blowers 
desired by the Minister, and the 
T stated that I 


it 
' 
I 
Arabic original and a duplicate, 


would commmnicate with Mr, Hlowers by telegraph and forward the copies 


by nat] and that T hoped he would accept, 


j Br HL 


pimp Reg ots p8ysee. 
pease 


BASetubessstes 


let 
Tie, 


Bs 
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chants would deposit their mney there, (T made no conment on this 
since it could not be done under the charter, but presumably the Agency 
in due course would become a center for bank clearing and hold bank 
funds, but probably not the funds of the public, and the charter then 
ectild be changed sce rdingly), 


The Minister raised the question of correspondents for the Arency, 
He desired that the Agency make use of banks that in the past had given 
good service to the Ministry and mentioned particularly the Chase Bank, 
Guaranty Trust Company of New Yerk, the Netherlands Trading Society and 
the Bank Misr of Cairo, J stated that certainly the Arency should use 
these organizations, and would take up the whole subject with Mr, Blowers, 
The Agency might also wish to appoint others and T mentioned that Mr, Blov- 
ers had said he had connections with another leading New York bank vhich 
Q serve ad correspondent, I mentioned also the need 
‘or correspondents in london, The Minister referred to the intention 
of the Eastern Bank to establish a branch in Desmam and thought that 
ey could be correspondents, I stated thet Mr, Blowers and J 
consider this entire matter carefvlly ani submitto him our recom 


The Minister referred to the Government's gold ani silver mine 
located about halfway between Jidda and Riyadh, He said that there 
should be production within two or three months and he wanted the Agency 
to take charge of the refining and handling of the gold and silver pro- 


the possible creation of a mint in 
stated that ] would study this question and let him have my 
later, intdmating that there might be difficulties, 


had nade a revision of ny prelininary on ereation of the Agency, 
; would be helpfu) if the report were made avatlable 
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t 
to do what is reasonably possible to maintain stable relationship between 
the riyal and the new gold coins but that the Government ought not to make 
any committment to maintain a fixed rate in view cf the fact that the riyal's 


value might change materially due to factors such as a change in the world 
silver ;rice, which are entirely beyond Saudi Arabia's control, 


The Minister stated that he had arranged for us te have an audience 
with His Majesty the King, He hoped that T would assure His Majesty, first 
that the Agency was a very constructive step forward, and second that its 
operations would be entirely in accord with Islamic law, I stated that I 
would have pleasure in doing so, 


On calling upon liis Najesty on April 24 we found him in exesllent 
spirits and much better health apparently than on previous occasions when 
T had seen him, In response to my inquiry about his health, he stated, 
"T an gure T am stronger than you are"! I told Iie Majesty that I thought 
that the Minister had taken a most Josirable ani important initiative in 
proposing to create the Agency; that 1 was much gratified that His Majesty 
had sanctioned it; that I had been very glad to cocperate in this matter; 
and that I felt that the Agency could accomplish « great deal for improve. 
ment of the monetary situation and the handling of public reseipte and 
payments, I aseured His Majesty that it had always been intended that the 

should operate in complete accord with the Islamic law in accordance 

with what I knew to be Hie Majesty's strong wish, His Yajesty then spoke 
with deep feeling about the Tslanic law and ite virtues, Finally he woloed 

dation of the helpfvl attitude of the American Goverment in these 
matters and of my part in them, 


When I next spoke with the Finance Minister I brought up the question 
of the Board of Directors, having meanwhile discussed the subject with 
Najib, Najib told mo that the Minister had asked him to be Vieo Chairman, 
I asked Najib whether it would be embarrassing for hin if I should mention 
to the Minister that I thought it would be helpful for him to be Vice 
Chairman, Najib indicated that it would be best for mo merely to say that 
he should have as Vice Chairman someone in whom he had confidence and vho 
could act for him when he was not in Jidda. I spoke accordingly to the 
Minister, With reference to the Ministor'sy suggestion about naming Kuaki 
and somoone from the foreign banks, 1 stated that the current conduct of 
the Board's wrk centralised in an Executive Committee consisting 
of the Chairman, the Vice Chairman and the Governor, In that way mt 
current decisions on behalf of the 
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Arthur N, Young 






THE SAUDI ARABIAN GOLD SOVERGIGN 
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His Excellency, 

Sheikh Abdullah Sulaiman, 
Minister of Finance of the 
Kingdom of Saudi Arabia, 
Jidda, 


Your Excellency: 


I have the honor to submit herewith e report on "The Saudi 
Arabian Gold Sovereign", in Snglish with Arabic transletion. 


There is unfortunately no dependable way to tie together 
"full weight" gold end silver currencies, like the new gold 
coin and the riyel, at fixed rates. Likewise there is no de~- 
pendable way to tie them at fixed rates to internationel ex- 
change, e.g., the collar, The relative values of gold and 
silver in free markets, and their prices in the various mar- 
kets, are affected by forces too strong for Saudi Arabia to 
control. I have examined carefully the recent record of gold 
and silver prices. In recent years the ratio between them per 
ounce in free markets has varied between about 100-1 and 45-1; 
gold in free merkets between about £38 and £100 per fine ounce; 
silver in New York between 45 and 90 cents per ounce; and the 
sovereign in Jidda between 89 and 41 riyals. There is no good 
reason to believe thi t the instability of the ratio between gold 
and silver that hes heretofore existed will now suddenly end, 


The plan I recormend for introduction of the new yold coin 
ls devised so that 1t will work successfully despite fluctua- 
tions of gold and silver. Unfortunately a plan for a fixed 
rate such as 40-1 between the new coin and the riyel is bound 
to fell sooner or later so long as both coins depend mainly 
for their velue uron their bullion content, The only way to 
create stability for the riyal in terms of the new gold coin 
or of foreign exchenge is to issue fiduciary coins whose value 
rests upon limiting and adjusting the quantity to the needs of 
circulation and upon free convertibility, 


Knowing Your ixcellency's desire to improve the monetary 
and banking system of Saudi Arabie, 1 am studying other mea- 
sures that might eventually be adopted, 


It has been proposed that the new gold coin be issued end 
maintained at 40-1, Since the riyel is now worth about £0.277, 
a rate of 40-1 would value the new coin at ebout £11, whereas 
the bullion value in Jeirut is about $9.50, At present bul- 
lion value, the new coin would be worth about Rls, 54,5, If 
the new coin were overvalued, e.g,, at 40-1, it would be pre- 
sented promptly and in large amounts for redemption in riyals 
and would not stay in circulation, ‘he Government would then 
have to lower the rate, 


Only experience will show what value the Saudi Arabian 
market will sive to the new yold coin. Pending actuel experi- 
ence the conservative policy is to assume, though it may not 
prove to be exactly correct, thet at least until the new coin 
1s well established 1t will have e velue neer to, or perhaps 
slightly ebove, its bullion value in nearby markets, A pos- 
sible indicetion of the new coin's market value is the fact 
that the Irenien pahlevi, whose gold content {is similar to 
thet of the sovereign, is worth about {ts gold bullion parity, 


oat Far 


I have reached the conclusion, therefore, that the new 
coin should be issued on the basis of current market value. 
This will Involve changing the rate if the ratio of the local 
value of the riyal to the price of bullion in nearby markots 
changes by any material figure, 


The coin should be paid out carefully, without forcing it 
on the public. The first lot might be 50,000 coins, It would 
not be wise to pay the coins in the first instance to small em- 
ployees, They would have to change them promptly for living ex 
penses, end, being necessitous sellers, would be at the mercy 
of money chengers. The coins then would be likely to go to a 
discount, This would make them unvopular and make it harder 
for them to gein public favor, The coins rather should be paid 
out to merchents or others to whom the Government owes money. 
These would not be forced |mmediately to sell the coins. 


In order that the new colin may gain and hold public confi- 
dence, 1t should be suppcrted at about its parity with bullion 
in nearby free markets. To do this the Government should have 
® reserve squal to the anount of coins first issued. I[t should 
use the reserve without eny hesitation if necessary, and let it 
be generally known that it will continue to do so. The reserve 
should be primarily in riyals, but since the coins might be pre- 
sented for purchase of foreign exchange, it should also be avail- 
able in dollers, The riyals could be converted into dollars, or 
vice versa, if necessary. It should not be necessary to hold a 
large reserve against the gold coins after the early stages. 


The Government should be able to provide the reserve by 
arranging with the benks for converting the new coins freely 
into riyels or foreign currencies, The bank buying them could 
hold them as its security and the Government could deposit ea 
margin or assume the risk of exchange, For a triel issue of 
50,000 coins only the equivalent of about Rls, 1,750,000, to 
be available partly in foreign currencies if needed {not over 


$500}000), would bs required at present rates, 


It would be wise, I believe, to request His Majesty the 
King to issue a decree substantially in the form proposed in 
the report making the new coin lawful currency of Saudi Arabia, 
The Government shovld freely accept thecoin, at the seme rate 
as it peys it out, for customs and other dues, But it ought 
not to declare the ;oin "legal tender", 


To facilitate the fixing of rates for the new coin and to 
aid in its smooth introduction and its support if occasion re- 
quires, I recommend the creation of an Advisory Committee of 
Bankers consisting if your representative as chairman, together 
with the manegers of the Jidda offices of the local banks and, 
ex officio, the financial adviser, 


I have explained these matters more fully in the report, 
I am, Your xcellency, 


Respectfully yours, 


Arthur N, Young 
Financial Adviser to the 
Kingdom of Saudi Arabia 


THis SAUDI ARABIAN GOLD SOVERBIGH 








The recent arrival ir Jidda of 100,000 new Saudi Arabian 
gold sovereigns,¥Y the first lot of a total order of about 
1,055,000 coins (250,000 ounces), makes necessary an impor- 
tant decision, In order to act wisely, the Government has to 
consider carefully some problems of basic monetary policy. 
Obviously it is important for the Government to issue the new 
coin in accordence with a planthat will work successfully and 
not break down, 


It has been proposed that the coin be issued at a fixed 
rate, @.g., 40 riyale per sovereign. The following gestions 
arise: 


1. If the new coin should be issued at a fixed 
rate, could the Government maintain the rate? 


2, If tie Government could not maintein a fixed 
rate, on what basis should it issue the new 
coir? 


1, The Eroblem of 2 Fixed Kate 


Saudi Arabis hay a dual currency, comprising both gold 
sovereigns md silver riyal coins,% The value of each is 
related to ‘ts valu: as coin or bullion in world markets, 
The locel \alue of me or both coins, however, may depart 
somewhat a times from the world value, because of restric- 
tions upon exportin; them end risks and costs of transport 
in the eveit of smggling. 


The local vae’ue of the British gold sovereign now fol- 
lows fairly closey the velue of that coin in markets abroad 
because gold is ¢asy to smuggle and shipping costs cheap in 
relation t> valuy. At the moment the sovereign is worth 
slightly wore in Jidda then in Setrut. 


The uow Saji Arabian sovereign weighs 7.98805 grams, 
is ,91666 fine and is similar in weight and fineness to the 
British sovere.gn. It contains 7.322326 grems (113 grains 
approximately or .2354 oz.) of fine gold, thich is equivalent 
et $3F per owice to £8,239, The market velue of the Sritish 
soversign in Jidda wes about 45 riyals or £12.52 August 7, 
1981, 


x7/ The risal weighs 11,6638 groms (180 grains) .916 2/8 fine, 
rad conteins 10,6918 grams (165 grains, or .34375 oz.) of fine 
silver, Its bullion value at the New York price wes about 
£0.31 end ity exchange velue about $0,275 August 7, 1951. 


ma hi 


Silver coins follow the value abroad less closely be- 
cause silver, being heavy in relation to value, is more 


costly to trensport. 
present gold smuggling 


It cannot be smuggled profit 
sizeable emounts without a oremium of 15% or more, 


ly in 
At 
into India from Europe and the Near 


Eastern countries, largely through Kuwait, is so profiteble 


that smugglers are less 


attracted to silver operations. Al- 


so the large coinings of riyals heve tended to keep down the 


value in Saudi Arabia, 


The Gold Pr While most countries value gold offi- 
clelly at $35 per ounce, the price in free markets vaties 
widely ~ depending on the place and the form of gold. Com- 
plete figures are not available, but the following table 


shows the approximate range in several leading markets: 


Equivalent in f per 
fine ounce at free 
market rates of 


Place Kind of G Period c 
High Low 
Beirut British sovereign 1947-51 $70.35 44,50 
Paris : 4 ¥ 74,50 43,00 
Bombay Bullion ° 78,00 55,00 
Jidda British sovereign 5 73.25 43,50 


Well-known gold coins usually have been selling at a 
sizeable premium over gold bullion, and bullion is at a 
premium over the official gold price of £35 per ounce. On 
August 7, 1951, the premiums were: 


Equivalent (appyox.) 


in U, 5, } at ‘ree Percent 
market rates Premium (approx. ) 
Local of exchenge over official 
Price Per coin Par fine oi, 5. 
At Beirut: 
Eepclecn PL 3600 9,85 $52.50 50,0% 
British sovereign 4400 12,00 51,00 45.8 
Turkish rachadie 3550 9,70 45,70 30.6 
Mexican 50 pesos 19600 53, 50 44, 40 26,8 
Iranian pehlevi 3500 9,55 40,60 16,0 
Gold in transit 40, 50 15,5 
(g1 = 366,5 PL.) 
At Bombay: 
British sovereign Rs, 77.56 61,00 74,2 
Bullion, per tola 114,06 56,30 60,8 
(67,75 rupees * 1 British sovereign at Jidda. ) 
At Jidda: 
British sovereign 12,52 53, 10 b1,6 


V Based on the Bombay 
ugu 


black market price, equivalent mn 


st 7, 1951, to about £0.94 per fine ounce, the premium 


was about 16%. 


. 
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These premiums vary considerebly, even from day to day. 
In Beirut, for exemple, sometimes the sovereign end sometimes 
the French Napoleon has the higher vremium.2/ In Beirut the 
Irmian pahlevi, which has rractically the same gold content 
as the sovereign, sells for about 20% lees ~ at slightly over: 
{ts bullion value, 


The value of gold in free or black mavkets has been tend- 
ing to decline in the past .wo or three yeers, because of South 
Africa's large sales of "iniustrial".gold, ‘the price also {ts 
much affected by internaticael conditions. ‘hen tension grows 
the price rises; when it relaxes, it falls, No one can safely 
predict the future value o° free gold, Its value has been 
‘tending to be tore stable;.homeveryedn the past two yoars, 


_ The above shows clwarly that gold in free markets has been a 
highly unstable articls, having varied since the war between 
about £38 and £100 per fine once (thy Latter in China, 1946). 


The Silver Price, The silver price in New tork, a free 
market, has varied since the wal fron about 45 to 90 cants 
per ounce, Over the vast £5 yeas tie price of silver has 
been one of the least stable of #1 :ommodity prices. ha 
pe silver prices in New Yor: bes been (cents per ‘ine 
ounce): 


Hin = Low 
1945 £O.% £0.45 
1946 .90 ‘”n 
1947 » 86 BO 
1.948 .78 nh 
1949 7 1 
1950 BC 72 
1951 (7 months) - 90 80 


No one can predict the future price of silver with cure- 
ness. Production .s not likely to grow much, as silver 1s 
mainly a by-product of gold and other metals. fut demand for 
silver for the past year has been greater than che supply from 
current production, This demand was met by sales of melted 
coins by Cuba end other countries, It is doubtful whether 
much silver is now likely to be supplied from mlting of 
coins. But strong demand seeme likely to convinue, unless 
there is ea considerable business recession, Also Mexico, 
besides supporting the silver market, is acquiring silver 
to issue more silver coins, In the United States, however, 
the price-fixing authority is now limiting the price «t about 
90 cents, The Treasury may sell some silver for domest'> use, 
which would tend to prevent a price rise if sole- -uould be at 
avout 90 cents. 


Whatever the result of *--- various factors, there is 
a resl clement of uncertainty #8 to the future price of silver 


as there has been in the past. 


In Partie cu sugust 7, 1951, the Napoleon, selling for 
¥ 9 Be hae ote premium of 12.6% over the Swiss Louis, 


selling for 3730 francs - though both have exactly the same 


gold conten. 


sa 


o Between Go (_ Silver, This ratio between 
prices in free markets hes varied widely in the past few 
ears - between more than /00-1 and about 45-1, If a 
period of fairly steady relation between the two metals 
ghould occur in the near future it would be purely fortui- 
tous. Experience shows that there is no reason for count- 
ing on it. Certainly the chance of a steady relation is 
not a sound foundation fo Saudi Arabia's monetary policy, 


Riyel-Sovereign Kates. Since the end of World War II 
the range of rates for B*itish sovereigns in riyals at Jidda 
has been: 


H Low 
1945 (Aug, 15 ~ Dec, 31) Rls, 71,26 Ris "37,50 
1946 89,00 60,00 
1947 69,00 58,00 
1948 , 68,00 52, 25 
1949 62, 25 45,00 
1950 58.75 41,00 
1951 (Jan, 1 » July 31) 49,32 42, 25 


The extreme range trus hes bee1 between 69 @nd 41, The 
rate August 11, 1951, wos 45, A chert and table showing the 
details are attached. ‘nese show tire great instability of 
rates, end the difficulcy of trying to maintain eny fixed 
link between the Britism sovereign ard the riyal. Indeed, 
Saudi Arabia failed in 1948 in m efi>rt to fix the rate at 
65, After lowering t's rate, the effirt was dropped, 


The New Gold Coi1 and the Riyal. Granting that for the 
sovereign a fixed rate in riyals would fail, would it be 
feasible to maintain a fixed rate iu riyals for the new 
coin? It has been #’gued that to overwlue the coin in 
Saudi Arabia might Jeep it in circ. lation within the country, 


To decide whe’ an overvaluatica would be means that we 
first met make a judgment as to what the new coin would be 
worth in a free virket, This is difficult. It 1s largely 
a matter of publ’: psychology, a8 waly experience 11 show 
the eventual lev/l of the new coin \f it 18 left to shift 
for itself. For example, the Beir. market valued the Brit- 
ish sovereign o1 August 7, 1951, at the rate of $51.00 per 
ounce. Sut the lranien pahlevi, thich contains practically 
the same emount of fine gold, sold it only $40.60, Gold in 
transit on that day was 40,50, 


It may be that the value of th Iranian coin in Beirut 
indicates the ‘clue that Beirut will sventuelly give to the 
new Saudi Areb‘nn sovereign, Althoug this is not certain, 
the conditions ure Semewhat similer, ind it is worth while 
to examine thet ourse of market ratesvor the Iranian coin, 
I have obteine! the figures of Beirut irices for that coin 
end for bullio. for various sample perivds since the end of 
1949, ‘The stvly of these data shows: 


a. At the end of December, 49, and in June, 
1950, tie value of the Iranian co:a was 2 to § 
above is bullion value, 


b. In January, 1951, the coli sold from 2 to 4% 
below ils bullion value, During ist of February and 
early Yreh it sold slightly belot bullion value, and 
during she rest of March slightly t20ve, During 
April i: followed bullion value ferly closely. 


a. Bees -@ - . | eet. annie 44 
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ec, in June and culy, 1951, it sold gener- 
ally at siightly above bullion value, 


If the now Saudi Arabian coin, left to find its level 
in the free narket at Beirut, should heve a value like that 
of the Iranian coin, its worta at this writing (August 12, 
1951) woul¢ be equivalent to evout 35-1. Its bullion value 
there wou)d be about £9.50, Its market value at 35-1 would 
ve about 49.0, Of course the actual value might be differ- 
ent, Hut, im any case 40-1, equivalent to about £11,00, 
would »resumably be an overveluation, What then would be 
the oifect of overvaluing the new coin? 


So long as the Government paid 40 riyals for the coin, 
it would keep most of the coins in the country, But if this 
materieily overvalued the coins, nearly all of them would 
probably be presented for redemp:ion, This would call for 
@ reserve in riyals equal to Ris, 4,000,000 atthe time of 
issuing the first 100,000 coins, Thus if the rate were set 
at 40-1, and the coins paid out wore redeemed in riyals, the 
Government would find itself just where it started. It would 
be difficult to reduce the riyal's value from around 0.275 
at present to $0.25 or lower, beccuse of the pull of the 
higher silver price ($0,31 or more abroad), the denger of 
smuggling, md the tendency to greater hoarding of riyals. 


Likewise it would be difficult to raise the value of 
the new gold coin, especially if ‘he Government were to pey 
it out aggressively, thus adding to the supply in a market 
that would be reluctant to take it at the high rate fixed, 
Hence the new coins would be offered again for redemption 
{f again paid out. There wuld be an “endless chain", The 
Government would find no way to stop the process except to 
lower the rate, The only sound possibility of the new coin 
reaching a premium is to let it wake its way and grow in 
public favor, and not to force it out aggressively or to 
overvelue it. 


To try the policy of meintaining a fixed rate means, 
&s shown above, that the Government mst build up a large 
reserve of riyals, and hold it for some time. It would 
need to cover not merely the first 100,000 coins, but sub- 
sequent issues, To buy the riyals in the market would tend 
to raise the value of the riyel, since the market is already 
fairly tight. A higher velue for the riyal would obviously 
make it even harder to reduce its internal value to 40-1. 
Finally the Government is short of ready funds owing to heavy 
expenditures, It would not be easy to pey for and maintain 
such a large riyel reserve as well as to pay for the new coins, 


A decree fixing a rate materially above the market thus 
would be doomed to failure. Breakdown of the scheme, by the 
public's unwillingness to accept overvaluation, would hurt 
public confidence in the Government's monetary measures. It 
would meke it harder for the Government to introduce other 
monetary or benking weasures in future, 


If, therefore, overveluation et e fixed rate would fail, 
whet about setting @ fixed rate close to the bullion value, 
but slightly higher, such as 36-1? It might be possible to 
hold such e rate for # time, with luck, 4f the external and 


~6-« 


internal values of gold and silver happen to remain fairy 
steady. 


In the past, aowever, the values of gold end silver 
and the ratio betvsen them, have been very unsteble as al- 
ready shown, They ere et the mercy of world-wide forces 
thet are far too trong for Seudi Arabia to control, Any 
effort to hold ea fixed rate for the gold and silver coins is 
certein to fail somer or later. The rate would have to be 
chenged, Otherwiss the reserve of one coin or the other 
would become exhausted, Confidence would be hurt, 


To undertake to hold any fixed rate would be like try-~ 
ing to ride two hrrses thet may dash off in opposite direc- 
tions, or in the same direction at different speeds, 


2, Basis for Issuing the New Coin 


The wisest policy, I believe, will be to pay out the 
coin at rates close to ite actual wrth in the market from 
time to time, ard without forcing it out essively, This 
will aveid the ¢Lfficulties of trying to maintain a fixed 
rate, and will oest establish the colin in favor end pre- 
serve its value. 


Only experiimce will show what is the feal market value, 
As « guide we may take the value of various gold coins in 
Saudi Arabia and abroad, as shown above, Pending actual ex- 
perience the coniarvetive policy is to assume, though it may 
not prove to be «actly correct, that at least until the new 
coin is well estiblished it will have « velue near to, or 
perhaps slightly rbove, its bullion value in nearby markets, 
like the Iranian :ahlevi, 


The first istue of the new coins should be handled with 
particular cere, !o obtain seximum success, No one can be 
sure in advence that the public's attitude will be. If the 
coins should be wresented in large volume for exchange into 
riyals, they migat go to @ discount as compared with their 
bullion value ir the free markets, if left entirely without 
support, That \vuld hurt confidence and reflect adversely 
on the Governnie;, 


Reserve. f the first lot issued were small, say 50,000 
coins, experiene with thet might be e@ guide as to how much 
reserve will be needed, The Government ought to have avail- 
able at the stat riyals equal to the entire value of the 
first lot of ne’ coins to be issued, based on parity with 
the value of go.d bullion in Beirut, The Government, through 
the banks, shoud be prepared to buy up without heal tation 
all new coins ojfered for redemption on the basis of bullion 
parity, This weld put a floor under the coins, and encour- 
age thelr ready acceptance, by checking any tendency to de~ 
preciation, It «.ght be that the reserve would heve to be 
used liberally atthe start, but the coins ought to find 
ready acceptance If not forced out above the rate eventually 
set in the market, 


Pe es 


Once the new coins are well established, there should 
be no serious difficulty about maintaining their value at 
least around bullion parity, if the coins are not issued 
faster than they can be absorbed, They may well become 
popular, Hence with careful handling it ought not be be 
necessary to hold a large reserve ageinst the coins after 
the early stages. If the reserve at the start is ample end 
is freely used, end if the public get the idea that the coins 
are worth bullion parity or more, there should be general con- 
fidence in them. 


The size of reserve needed can be determined only by ac- 
tual experience, As to composition, the reserve should be 
primarily in riyals, But it should be available also in dol- 
lars, since the coins might be offered for airect purchase of 
foreign exchenge. 


The Saudi Arabian Government should be able to arrenge 
with the benks for converting the new coins freely into riyels 
or foreign currencies, The coins could be held as security by 
the benk buying them, and the Government could deposit a mar- 
gin or essume the risk of exchange. For a trial issue of say 
50,000 coins only about Ris, 1,750,000, to be available partly 
in foreign currencies if needed (not over £500,000), would be 
required, at present rates, 


iWenner_of Introducing the New Coin. The wisest policy, 


I believe, will be to introduce the new coins by paying them 
out against current Government obligations other than wages 
and small selaries, 


If the Government pays the coins to men of low income, 
such men must sell the coins promptly at the best rate they 
can get in order to meet living expenses, These men have a 
weak bargeining power, end cannot wait to get a better rate. 
Money changers will take adventage of them. This wuld re- 
duce the coin's market value, and make the coin unpopular 
and harder to introduce. It would hurt confidence in the 
Government's monetary measures, It also would be unfair to 
these small employees, After thecoins have a well-established 
market value, they can be paid out in part payment of salaries 
But even then the first part of each payment, up to say 100 
riyals per month, should be for the present in silver, 


The coins should not be put in circulation too rapidly. 
That would tend to depreciate them end make them harder to 
issue in future, The Government will be wise to proceed 
carefully anid "feel out" the market, After a little experi- 
ence, the Government should be able to pay out the coins more 
rapidly. 


When the Government is ready to issue the coins, it should 
calculate the varity ond determine the initial rate, close to 
parity, At the present writing (August 12, 1951), the bullion 
parity of the new coin based on the Beirut gold price ($40.50 
per fine ounce) is about £9.50. With the riyal worth £0,277 
the basic rate would be 34.5-1, The ceins ean wight be paid 
out at thet rate or slightly higher end supported at that level, 
The British sovereign is now a little higher in Jidda than in 
nearby markets, and 1f this condition exists when the new coin 
is issued it may tend to sustain the coin's value and help to 
keep it within the country. 


If the retio of the local value of the riyal to the 
price of bullion in nearby markets changes by any material 
figure, the rate should be changed accordingly. 


Status of the New Coin. In order to sustain confi~ 
dence and establish the new coins as currency, the Gcvern- 
ment should be prepared to accept them a at the seme 
rete as it nays them out, in settlement of a { obligetions 
due to the Government, his would include customs ties; 
airplane, postal and telegreph charges; and all other taxes 
end fees, The use of the new coins in payments to the Gov- 
ernment will help to sustain their value and make them gen- 
erally acceptable, 


The Government #lse™hould officially declare the now 
coin lawful currency of Saudi Arabia. It should not make 
it "legal tender" at fixed retes in terms of riyals, for the 
reasons stated in the first part of this report, Also it 
would not be wise to declare the coin legal tender at the 
changing rates. At times the actual market rates may vary 
slightly from the official rates, It would be better to let 
the parties make their own bargain, 


It may be well to propose that His Majesty the King issuo 
a royal decree fixing the legnl status of the coins, Such a 
decree might provide in sibstance @pefollows: 


In view of what has been submitted to us by 
our Minister of Finance, we ordain that the Saudi 
Arabian gold sovereign :hall weigh 7.98805 grams, 

*shall be .91666 fine, aid shell contein 7.322326 
grams of fine gold. Tals coin shell be lawful 
currency of Saudi Arable, 


Machinery for _S ng Rites et cetera. The setting of 
rates at which the Governmerc will pay out and receive the 


new coin, and arrangements ‘o “ee it if necessary, will. 
require some simple machine"y. ‘he following 1s suggested as 
a provisional arrangement: 


1, The Minister of Finance to constitute an Advis- 
ory Committee of Bmkers, which would meet from 
time to time as occasion requires with his rep~- 
resentative as Chrirman, ‘ 


2. The Committee to consist of the representative. 
of the liinister »f Finance as Chairman, and the 
managers of the Jidda offices of the Netherlands 
Trading Society; the Banque de 1'Indo-chine; the 
British Bank fo: Iran and the Near East; the Arab 
Bank; Kaaki and Ben Mahfouz; and ex officio the 
Financial Advi:er. 


3, Rates to be sct by the representative of the 
Minister of Finance, acting on advice of the 
Committee; raies to be communicated at once to 
the brenches «f banks elsewhere in Saudi Arabia 
end to the priacipal Government offices concerned, 


4, The Committee to arrange procedure for any support 
of the coin trit may be found necessary, 


bad ee 
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Conclusion 


The Saudi Arabian Government desires a mre stable, 
orderly and convenient monetary system. It would like to 
stabilize the rates between gold and the riyal. Also it 
would like as much stability as possible in the rates be- 
tween local and foreign currencies especially because the 
Government's income is so largely in foreign currency. 


There is, unfortunately, no dependable way to tig to- 
gether at fixed rates two "full weight" gold end silver cur- 
rencies like the new goldcoin end the riyal., Nor can they 
be tied at fixed rates to international exchange, e.g., the 
dollar. The forces that fix the values of gold and silver 
in free markets, and the ratio between them, are too strong 
for Saudi Arabia to control. 


So long as gold md silver currencies circulate in this 
country on a "full weight" basis, Saudi Arabia cennot avoid 
a dual gold-silver monetery system with varying rates. For 
that reason introduction of the new gold coin does not, of 
itself, afford eny vracticeble way to stabilize rates. 


I am considering other measures to improve the monetary 
and banking system, end shell report on them later, 


Respectfully submitted, 


_ Arthur N. Young 
Financial Adviser to the 
Kingdom of Saudi Arabia 
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Rates of Exchange at Jidda, 1945 - 51 


Source: Netherlands Trading Society Gaily Pecords, except that sovereign 
quotations to April 1947 are from Aramco, 








soy 15 + 31 61,00 57,75 $r9.00 £19.00 
eptember 63.00 57,50 21,00 19,00 
October 66.41 60.75 21.00 18,50 
November 70,00 65,41 19,00 19,00 
. Decemb 71.2 67,2 00 9,00 
ear 1945, ¥ 
from Aug. 1 71.25 57,50 21.00 18,50 
— al 
1946 Average, approx, 
deheanary 74,00 70, 00 18.00" 
February 84,25 73.86 18,00 
March 89,00 79,50 20,00 
April 80,75 72.36 19,00 
May 74,50 66.75 19,00 
June 69,00 66,25 18,00 
July 68.68 61.50 ° 18.00 
August 63,75 62,00 18,00 
September 63,25 60,00 18,00 
October 67,50 60,50 18,00 
November 67,00 65,00 18,00 
December 69,50 67,00 17.50 
Year 1946 89,00 60,00 20,00 17,50 
1947 
January 68,50 67,50 17,00 
February 68.50 67,50 17,50 
farch 68, 25 65.75 17,00 
Hush Low 
April 66,91 60,00 15,25 15,00 
May 61,00 58.00 15, 25 14,75 
June 64,50 60,00 14,75 14.25 
July 64,50 61.75 14,60 14, 00 
August 62,00 61,25 14, 50 14,00 
Septenber 69,50 62.00 14,50 14,00 
October 68,00 66,50 14,30 14, 25 
November 68,25 67,00 14, 50 14, 25 
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: British Sovereign, George : British Sovereign, George 
: a 8 H 
1948 
February 65, 00 62, 50 14,75 13, 50 
March 66,14 65,00 15,00 14,00 
April 64,68 63,25 14,25 12.75 
May 63,00 ~ 61,45 13,00 13,00 
June 65,00 61,00 13,50 13,05 
July 65,00 62,00 “= oe 
August 62,00 61,00 14,30 13, 60 
September 60,25 §4,00 13. 90 13,70 
October 57.50 54,25 14,05 13,25 
November 57,00 52.75 13.30 13,20 
December 55,25 62.25 13,25 13,13 
Year 1948 68,00 52,25 16,00 12,76 
1949 
January 52,50 48,00 13,13 12,25 
February 51.25 47,25 12,75 12,00 
Merch 45,75 45,00 12.50 11,70 
April 53.50 50,00 13,25 12,60 
Way 57,50 53,50 13.10 12,65 
June 57.75 56,25 12,75 12, 40 
j July 60,00 57,00 12, 25 11.95 
August 60,00 58,75 12,40 12,10 
September 59,75 56.50 12,50 12, 40 
October 61,00 58,00 . 12,80 12,170 
November 62,25 57,50 12. 90 12, 40 
Décember §9.00 58.00 12.40 11.65 
Year 1949 62.25 45,00 13,25 11,65 
1950 : 
January 58.75 57.50 11,65 11,20 
February 58,09 56.00 11,355 11,15 
March 56,75 51,00 11,34 10,95 
April 54,59 53,50 11.15 10, 90 
May 535.75 52, 25 10,88 10,65 
June 52,00 47,50 11,00 10.25 
July 49,50 47,50 11,15 10,30 
August 49,25 48,00 11,45 11,00 
September 48,25 46,50 12,00 11,50 
October 49,25 46,50 11,90 11,45 
November 47,00 45,00 11.60 11.27 
December 45.25 41.00 11,66 11.32 
Year 1950 58.75 41,00 12,00 10,25 
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1951 
January 46,25 42.25 12, 90 11,70 
February 46,00 45,00 12,00 12,00 
March 46,50 45,25 12,08 12,00 
April 48, 25 46.25 12,20 12,00 
May 49.32 47,00 12,75 12, 23 
June 47,25 45,50 13,00 12,65 
July 46,00 44,91 12, 65 12,48 
August 
September 
October 
November 
I I  ccecrmnmeiinepenmananinitins 
Year 1951, 49,32 42,25 13,00 11,70 
7 months. 
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September 16, 1952 
oo sPRAVAIRUY MADE HULL WAIGH? KEPLICAS QF THR BRITISH 
ap Saul Goole ') concer SOMBRBZON * 
Use : Bs h were ar way 


Arrival in Jidda of 15,000 of these replicas requires the 
Government to determine its attitude, The issuance of these 
replicas is encouraged by a recent Swiss court decision which 
refused extradition to Italy of two Italians who admittedly had 
made thom. I doubt the correctness and certainly the wisdom of 
this decision, heceuse the ye teh a continues to be money by 
reason of its circuletion in Sandi Arabia, Greece and elsewhere; 
and holders pay a premium because of its scarcity value. It is 
likely that various comtries may take action to discourage the 
elrovlation of these replicas, 


Saudi Arabia has e choice of: (a) allowing entry on the 
same terms as genuine sovereigns; (b) allowing’ antry subject to 
some form of licensing and taxation; and (c) forbidding entry, 
There are objections to any of these policies, The coins are 
of small bulk in relation to value and 1 fs timossible ‘to avoid 
leaks {in any control of thelr import or export, It should not 
be difficult to make replicas that appear genuine. The decision 
and resulting publicity will undoubtedly encourage production of 
these imitation sovereigns, and in time may be expected to ree 
duce the price of sovereigns by increasing the quantity. 


After consideration 1 favor forbidding entry of the replicas 
for the following reasons: 


1, Saudi Arabia, especially as it is about to issuo its 
own gold sovereign, should discourage in every practicable way 
the introduction of a further complication into its monetary 
situation, it should gradually discourage the use of the genu- 
ine British gold sovereign and substitute its own sovereigus, 
Introduction of the replicas is contrary to this; and even the 
introduction of additional genuine sovereigns appoars {nadvis- 
able unless possibly to moot a special temporary situation, 


2, Recognition of the replicas as legitimate by any governe 
ment will tend to encourage their use, and thus tend to increase 
the supply and reduce the value of the genuine British sovereigns, 
Because of Saudi Arabia's large holdings of the latter, I believe 
thet the Government should avoid any action that might prejudice 
their valuo. 


5. A policy of licensing and taxation would probably ree 
sult in preventing the imports and not bring in revenue; but it 
would imply a degree of sanction of the replicas by permitting 
conditional tmport, 








While ofrbidding entry of the replicas cannot be 
ffoctive, 1t will tond to discourage their use so far 
udi Arabia 1s concerned, After tho transition to the 
of the Saudi Arabian sovereign is well under way, Saudi 
abia will be protected by having its own coin, 


Finally, the present situation emphasizes the importance 
of giving the Saudi Arabtan sovereign a value that will not 
be so high as to permit too large a profit on counterfeiting. 
The risk of counterfeiting will be less so long as the 4ritish 
wer is worth more in world markets than the value given 
to the Saudi Arabian sovereign. Furthermore the difficulty of 
disposing of counterfeit Saudi Arabian sovereigns would be 
considerably greater than in the case of British sovereigns 
which have a far wider market, 


Arthur N, Young 
Financial Advisor 
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Your Exeelleney: 
I have just been informed that the Internetional Monetary Fund 


has set up an arrangement for clearance whereby tuyers and sellers of 
gold can got togethor withcut paying the 1% commisston oach way te the 
United States, Tho Fund chargos 1/22 of 1% to each party, and does 

not let either party know the other side of the transection, Transactions 
are mado cnly in United States assay office bara, (f course transactions 
depend upon tho availability cf buyers and sellers of quantities desired. 

Tt appears desirable te ascertain vhother the Fund will be prepared 
to supply gold to Saudi Arabia under this arrangement for purposes of 
coinage in France, If ac this would seve paying tho 1% ocnmission and 
also the expenses of shiyment of gold frem the United States te France, 

I suggest that Your Excellency request Mr. Blewers to ascertain 
whather ouch an arrangement with tho lenque de 1'Indochine is possible 
in respect of the supplying of gold for orders of coins minted in Paris, 

Respectfully, 
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Translation of Letter #1903 dated 6/11/71 (July 29, 1952) from 
H.E. Assistant Deputy Minister of Finance to Dr. Arthur Young, Financial 
Advisor. 


Greetings, we refer to your letter dated 27/10/71 to HE. The Minister 
of Finance in which you stated Mr. Blowers’ remarks regarding the appointment 
of Mr. Rasem Khalidy in the Saudi Arabian Monetary Agency, and inform you 
that His Excellency has agreed to leave it to Mr. Blowers to choose the job 
that is worthy of Mr. Khalidy's qualifications. Mr. Blowers could arrange to 
meet him and agree with him on that and then refer the mtter to His Excellency 
the Minister for final approval of appointment. 


Riyadh, July 15, 1952 


OF DIRBOTORS AND GOVERNOR OF THE 
SAUDI ARABIAN MONSTARY AGENCY 


The Agency's charter (Articles 10 and 11) provides; 


fhe Directors are to Pps age by an order of His Majssty 
on nomination by the of Finance, and consist of AS 
President, 9 site wry mary the Governor and two others; and 
the Governor is tu be appointed by an order of iis Majesty 
on nomination by the Minister of Finance. 


Your Excellency therefore may wish to take the following 
action at an early time; 


i. Zo obtain a royal order a dng Mr. George Ae 
er - thus y hin to be naued as 
a Director; and 


2. To obtain a oases order appointing the Directors. 
Your Excellency should be naaed in this order as President 
of the Board, Your tp og has indicated that, besides 
the Minister of Finance and the Governor, the other three 
members might be Najib bey Salha as Vice-president together 
with Kaaki and Sayyid Al-Atvtas. 


I suggest that one of these oo be named for a term 
of one year; one for a year and a half, and one for two 
years, They of course would be elegibie for further terms 
of two years, 
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Draft telegram to Saudi Arabian Embassy, Washington 


july 7, 1952 


Suggest ship as many new riyals as possible per 
Isthmian Line sailings July 15 and 26, Advise amount 
to come by these or other near sailings indicating 


names and expected arrival dates respective vessels, 


Qh, Replied bind! Jlig, 
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Kingdom of Saudi Arabia 
Ministry of Finance 
Jidda 


The Respected Manager 
Yethorlands Trading Society 
a , 


Greetings: 


Kindly have opened an irrevocable, indivisible and non- 
transferable letter of credit by cable, to the amount of 1,394, 
American dollars to the order of - 


Chubb & Sons Lock & Safe Company, Ltd, 
40-42 Oxford Street 
London Wl, England 


against the bill of lading for two sefe doors according to the 
following specification: 


ITEM 2 ~- Chubb 3¢ Strab Hinge Anti-Blowpipe 
Main Entrance door and gate. 

This door may be fitted with two 
keyless combination locks in lieu 
of two keylocks if required, 

The value is C.I.P, Jidda 


The letter of credit expires one month after the date of 
this letter, 


Please debit our account with 25% of the value and the 
balance upon receiving the bill of lading, 


> 





— 


13/10/71 
(July 5, 1952) Minister of Finance 


Copy to: 
Dr. Arthur 4, Young 
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Jidda, July 2, 1952 


Telegram to Shaikh Agad Faqih, Saudi Arabian bmbassy, Yashington 


Because of rival shortage please ask Bank of Mexico 


expedite shipment new coins, shipping in five million lots 


1f quicker than waiting for ten million, Telegraph how soon 
first lot can be expected arrive Jidda and name of ship. 
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July 2, 1952 
Jidda 


Banque de 1'Indochine 
Jidda 


CGentlomen: 


I refer to your edvice to me Sree Young, 
Financial Advisor, to the effect that the of France 
mist obtain in New York the gold required for the second 
minting of Seudi Arabian oie ne and that ac y 
the cost per ounce will be -2625 instead of fis,00 5. 
That would meke the basic cost per coin about £8.53 com- 
pered with £8,29 for the first lot, I understand further 
thet gold can be temporarily provided for coinage in 
Paris pending receipt of sdditional gold from New York, so 
that the work of coinage can proceed promptly, 


I regret that the Bank of France is not in position 
to provide the gold from its stock in Peris as before, but 
in the circumstances I agree to the additlonel charge cover- 
ing the cost of transport, Please request the Vrench Mint 
to meke every effort to expedite the coinage, and to deliver 
the coins that ere ready before closing for the month of 
August snd the remainder as soon es possible thereafter. 


Very truly yours 


Vintster of “inance 





Minister of Finance 


June 23, 1952 


Shaikh Abdullah Sulaiman 


Riyadh 
Your Excellency: 


The latest word from Mr, Blowers is that he expects to arrive here 
about July he 


He informs me that he has forwarded to Your Excellency his formal 
acceptance of appointment as Governor, In order to prepare the way for 
iasuance of a royal decree appointing him, together with the appointment 
of the Board of Directors, I suggest that an informal approach be made 
to Mr, Entrop--if not already done--to learn whether he will accept ap- 
pointment as a Director, I understand that he is still in Europe, but 
is due in Jidda soon, J shall be glad to communicate informally with 
aa oo find whether he will accept appointment, 4f Your Excellency 

Se 


In ny letter of May 6 1 made the following suggestions: 


"Your Excellency as President and the Governor wuld 
be members of the Board ex officio and the appointments 
need not be for any definite term, I suggest, however, 
that the term of service of the other three members in- 
cluding the Vice President be normally two years; but that 
the first appointments should be for one year, one and one~ 
half years and two years respectively so that in case the 
successors should be different persons the composition of 
the Board would not change all at once. If Your Excellency 
agrees with this idea, and wishes me to approach Mr, Entrop, 
I could if desired state that his appointment would be for 
a specified period indicated by Your Excellency, 


Further I would suggest that Mr, Entrop be told that 
he is being named because of his financial experience and 
the services cf the Netherlands Trading Society to the 
Goverment; that after his term expires the Goverrment 
might wish to appoint in his place somo other man from 
the banking commnity, so that the place would not always 
be held by a man from one banks and that he would be re- 
garded not as acting on behalf of banks but for the inter- 
est of the country as e whole," ~~ 


Fisans ie ne know vhether Tour Recellency vishes me infornelly to 
agproach Wr, Entrop as inticeted above, 
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s time, is not of great import- 


ance--since the coins will be issued to the public at a rate consider- 


minting, the basic cost of the new coins will 
ably above $8,33 per sovereign, 


compared with $8,29 for the first lot, In my 


cost of 


the 
33 


Adding 
about $8 
opinion this small additional cost, which results from the necessity 


of getting the gold from New York 


3 


I therefore recommend that Your Excellency telegraph to ne 
authority to ask the Banque de 1'Indochine to procede on this basis, 
and to press for the earliest possible delivery of the new coins, 
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‘TRANSLATION OF LETTER No,969 DATED 10/9/71 (6/3/52) FROM 


H,E, THE ASSISTANT DEPUTY MINISTER OF FINANCE TO H,E, 
THE DEPUTY MINISTER OF FINANCE, 





H.E. The Deputy Minister of finance: 
Td reference to Check No,4943 dram on the Netherlands 

Trading Society in Jedda the 28/8/71, we have remitted by cable 
to lir, “lowers $5000. the value of furniture required by the 
Saudi Arabian Monetary Agency which, as mentioned in the letter 
of the American Financial Adviser for the Kingdom of Saudi 
Arabia on 21/8/71, is to be shipped to Jedda by ir, lowers, 
We therefore request that orders be given to the authorities 
concerned to debit the account of the above Agency with the 
said amount, 


Sincerely yours 


Asst, Deputy Minister of Finance 


Copy with greetings to 
Mr, “rthur N. Young 
Finencial Adviser 





Technical Cooperation Administration 
May 2, 1952 
Jidda 


H. E. Shaikh Abdulleh Bin Adwan 

Chief, Office of the Ministry of Finance 
Dammam 

Dear Shaikh Abvdulleh; 

This letter will introduce to you Mr. John A. Stacy 
who is Budget Advisor and « mewber of the Financial 
Miesion. Mr. Stacy 1s spending a few deye in your 
ares as the guest of Arawco end I hope that he way 
have Lhe opportunity to meet you. 

With personal rogards end good wishes, I aii, 


Sincerely yours, 


Arthur N. Young 
Financial Advisor 
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Translation of Letter No,813 dated 3/9/1371 (5/27/52) 
from i,k, Najib Bey Salha, Assistant Deputy Minister 
of Finance, to Dr, Arthur N, Young, Financial Advisor. 


Greetings, 

We refer to your letter dated 21 Shaban, 1371 (liq 15, 
1952) regarding the wish of Mr, Blowers to engage Mr. McLeod 
for one year to work with the Monetary Agency and to assist him 
in establishing the Research Department and to train the local 
steff of the Agency, We wish to advise you that H,E, the 


Minister of Finance has agreed to the engagement of Mr. McLeod, 
With our best regards, 


A.D MF 
(Sig. ) 


WY, 
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Translation of Letter No.715, dated 1/9/71 (5/25/52) 
from H.E, Najib Salha, Assistant Deputy Minister 
of Finance to the Director General of Hejaz Customs, 





We hereby inform you that Fu'ed Bey Abu Izzedine 
is delegated along with the American Customs experts to 
study the Customs accounts with a view of organizing a 


new accounting system. 


Copy to 
Yr. Arthur N, Young 











Technical ene Admini stration 
i 2 


May 15, 1 
Jidda 


His Excellency Sheikh Abdullah Sulaiman 
“inister of Finance 
Riyedh 


Your Excellency: 


I have just received frou Ur. Blowers a telegram requesting 
ue to obtain Your Excellency's authority to engage ur. A. N. MeLeod 
for « period of one year to work in the agency. He would assist 
ur. Blowers in hendling current probleus, and in particular in 
setting up the Research Department and in training the Agency's 
local staff, lir. McLeod is an outstanding financial expert serving 
with the Intemational Monetary Fund. Recently he was sent to 
Libya with ur. Blowers to help with the reorgenizetion of the 
Libyan currency. Mr. .cleod is of Canadien nationality. 





Because tue Agency will be an operating organ of the Saudi 
Avablan Governuent, it would not be appropriate for an officer 
of TC’ to serve in thie capacity. 


ur, Blowers states that he contemplates that all the ree 
maining officials of the Agency should be Areabe end ype ose | 
of saudi Arablan nationality. Turtner he etates that he together 
with ur. dcLeod if engaged would d> everything possible promptiy 
to train a qualified staff of saudi Arabs. He strongly recommends 
engaging ir. iicLeod on the temporary basis indicated becuuse of 
the great importence of setting up statisticel ond other pro. 
cedures on oroper lines frow the start. 


Please lot me Know as soon as practicable whether Your 

Excellency authorizes employment of lr. icLeod, I recommend 
aging him. ir. Blowers states thet he would eon a Salary 

act over $12,000 yearly, together with an air-conditioned house 
and travel for himself and family of four to and from Saudi 
Arabia. 

Mr. Blowers states that an urgent reply is desirable bee 
Cause Mr. McLeod is considering an offer to serve as Finencial 
Advisor to a Latin American country. 


Please let me know Your Excellency's decision so that I 
way telegraph as soon as precticable to ur. Blowers, 


Respectfully, 


Artaur N. Y 
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May 15, 1952 
Jidda 


His Excellency Shaikh Abdullah Sulaiman 
Uinister of Finance 
Riyadh 


Your Excellency; 


Mr. Blowers requests that Your Excellency open 
by telegraph a letter of credit in a New York bank 
in his favor in the amount of $5,000 to cover the 
cost of buying and shipping to Jidda office equipment 
for the Agency, This authorization would not include 
vault doors and safes, as to which we shall submit a 
recomuendation as soon as we obtain the necossary ine 
formation concerning prices and deliveries, and whether 
it is better to obtain them in England or the United 
States, The figure of $5,000 also does not include 
travel expenses for \ir. Blowers, 


I recommend that Your Excellency instruct the 
Netherlends Trading Society to open this credit in 
New York by telegraph in favor of Mr. Blowers with 
advice to him at the International Monetary Fund, 
Washington, D. C. 


Please let me know Your Excellency's action so 
that I may telegraph to Nr. Blowers accordingly. 


Respectfully, 


Arthur N. Young 
Financial Advisor 


Technical Cooperation Administration 
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Technical Cooperation 
lay 12, 1952 
Jidda 


His Exeelleney cheikh Abdulleh .ulaiman 
Winister of Finance 
Riyadh 


Your ixcelleney; 


I have received Your axcellency's letter No, 5255 dated 
April 3%, 1952, with regerd to the possibility of establishing 
a mint in Jidda, and have noted with interest the statement on 
this subject forwarded by the Saudi srebian Ambassador in | 
Washingtone 


I have telegraphed to the Department of State in Washington 
requesting them to get into touch with the aint authorities and 
obtain and forward to m6 data concerning the kinds of equipment 
that would be required for various types of operations, the costs 
of building and equipping s mint in Jidde, and the comparative 
costes of making coins in Jidda snd buying them abroad as at prete 
ent, Aleo I have asked the Department of State to diseuss the 
subject with ir. Blowers and to request him to discuss 1t with 
the mint authorities, so thet when he comes next aonth he will 
be fully inforwed and will have all pertinent data. 


Auong the important matters affecting a decision are the 
following; 


ae 


1, The number of new colns likely to be required to com 
mence a program of currency improvement, the tine when 
they would be required, and the number of coine likely 
to be currently required thereafter; 


2 The size of the outlay required for buildings, equip- 
went, housing of staff, otc; 


a eee 


3. The number of expert and ekilled personnel thet would 
have to be engaged frow countries outelde of Saudi 
Arabia; and 


4, The kinds of coine to be wade and the alloys to be used, 
also the feasibility of producing in Jidda coins with 
epecial characteristics as security ageinet counterfeiting, 


Ae soon as I reesive the data requested I shall prepare for 
Your ixeeliency « full enalysia of the probles so that a wise 
decision way be made, 
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Technical Cooperation Administration 
Way 11, 1952 
Jidda 













His Exeellency Najib Bey Salha 
inistry of Finance 
Riyadh 
~ Dear Najib Bey; 
The American Smbassy has not received the letter which 

T understood had been sent relating to the visit of 

Mr. Corcoran to advise regarding statistics of imports and 
exports. I enclose another copy of the dreft letter in 
Arabic and English on this subject, and suggest that this , 
be sent. 


Sincerely yours, 


Arthur N. Young 
Financial Advisor 


— . ‘ A J 


May 6, 1952 
Jidda 


His Excellency Shaikh Abdulleh Suleiman 
Ministry of “inance 

Riyadh 

Your Sxcellency: 

I am glad to report that I have today received from 
Washington a telegram advising that Mr. George A, Blowers 
has been released by the International Monetary Fund and 
will accept appointment as Governor of the Saudi 4rabian 
Monetary Agency on the terms approved by Your “xcellency. 

He expects to be able to wind up his work in the United 
States so that he can arrive here in the latter part of 
June, 

As soon as I have received his signed confirmation 
I shall send it to Your Excellency so that his formal ap- 
pointment by His Majesty can be arranged in accordance 
with Article 11 of the charter of the Agency, 

I have considered further Your Excellency's request 
for my views regarding the appointment of two bankers as 
members of the Board of Yirectors, I feel that the appoint- 
ments which Your Excellency mentioned, that is, of Mr, Kaaki 
and Mr, Entrop, would be desirable, I suggest that Your 
Excellency ascertain whether they will accept so that formal 
appointment can be made by His Majesty at the same time as 
Mr, Blowers is appeinted as Governor and concurrently as 


Director, 


(eee ) 


oh oe 


If Your Excellency wishes I shall be glad to com- 
municate informally with Mr, Entrop who {s now in Europe 
ret leave and find out whether he will accept appointment, 

Your Excellency as President and the Governor would be 
members of the Board ex officio and the appointments need not 
be for any definite term. I suggest, however, that the term 
of service of the other three members including the Vice 
President be normally two years; but that the first appoint- 
ments should be for one year, one and one-half years and two 
years respectively so that in case the successors should be 
different persons the composition of the Board would not 
change all at once, If Your “xcellency agrees with this idea, 
and wishes me to approach Mr, Entrop, I could if desired state 
that his appointment would be for a specified period indicated 
by Your Excellency, 

Further I would suggest that Mr, Entrop be told that 
he is being named because of his financial experience and 
the services of the Netherlands Trading Seciety to the Govern- 
ment; that after his term expires the Government might wish 
to appoint in his place some other man from the banking com- 
munity, so that the place would not always be held by a man 
from one bank; and that he would be regarded not as acting 
on behalf of the banks but for the interest of the country as 
a whole, 

Please let me know whether Your Excellency wishes me 


to proceed as aforesaid, 


I would suggest not adopting any formal plan for 
rotation of a place on the Board among the banks, because it is 
not certain whether that would lead to appointment of the best 
qualified man at any given time, 

Finally I suggest that the Board have an Executive 
Committee comrising the President, Vice-President and Governor 
which would have power to act for the Board on current matters, 
This arrangement, which is quite usual, not only would avoid 
too frequent Board meetings but would permit dealing with 
governmental matters that may arise which should be kept confi- 


dential vis-a-vis the private bankers, 
Respectfully 


Arthur N, Young 
Financial Adviser 
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Wir. George A. Blowers 
c/o Arthur N, Young 
American Embassy 
Jidda, Saudi Arabia 


Dear ir. Blowers; 


This will set forth the terms and conditions which 
have been agreed upon in regard to your serving as 
Governor of the Monetary Agency of the Kingdom of Saudi 
Arabia, 


1. Your appointment will depend on the International 


Monetary Pund releasing you from their work, 
aden Vie, gonnal bi the ee Fy) jn 
26 aa Governor gs@ will ‘have @esemel supervision of 
bee organi ex=stthe Agency and the conduct 
of its work after it is organized, eader-the-—ren- 
@tal-—authorityofthe boord-ef pisectors. 


The Saudi Arabian Government will pay your sal- 
ary,through the Agency at the rate of U.S. 


$25,000 per year in equal monthly installments Af 
at the end of each month, (hie-satery—witi—be (4 
wt PY) 
ead 
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sonal effects and foods for your personal use ; 
will be admitted free of duty or other taxes ox Tee ullh 
paid by the Agency, whichever the Saudi Arabian 
Government may prefer, 


4. The Agency will provide: 
a A faniy furnished and suitable living quare 
ters in Jidda including light, water and air 
conditioning; 
b. & car and the cost of operating the car; 


¢. Transportation for yourself, your wife and 
mothereinelaw to and from the U.S.At) ad 


a Cost of transporting your personal effects, 


4s 0 a , ms cote 


Mr. George A. Blowers 
Page 2 





5. The term of thes erat is! for ime years, 4 
and it shall continue in af? ect thereafter 
unless and until the Minister of Finance or 
you give four months prior written notice of 
its termination; provided, however, that the 
contract may be terminated’ earlier by nutual 
agreement or es provided in the royal decree 
dated e 





Please sign and return to me the enclosed copy to 
indicate your agreement, 


Very truly yours, 
Minister of Finance 


I hereby agree to the above terms and conditions, 


—— enature) 
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Draft letter from the Minister of “inance to the 
American Ambassador 


April 15, 1952 


The Honorable Raymond 4, Hare 
American Ambassador 
Jidda, Saudi Arabia 
Dear llr, Ambassador: 

The ministry of 4inance is considering means to install 
@ modern system of compiling Saudi Arabian statistics of imports 
and exports. 

I understand that an American expert on this subject, “r. 
Thomas I, Corcoran, is now in Pakistan advising the Government of 
Pakistan concerning its statistical methods, and that he might 
be able to visit Saudi Arabia, I shall be grateful if you will 


arrange for him to come to Jidde at his earliest convenience, 
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TECHNICAL COOPERATION ADMINISTRATION 





American Embassy, 
Jidda, Saudi Arabia, 
April 10, 1952. 


Your Excellency: 


x 

The enclosed statement 1s submitted to Your 
Excellency as information concerning the secretarial 
services of lirs, Louise McWhorter Nelson for the 
period from February 29 to March 31 inclusive, 
Mr. Young engaged her in pursuance of your authoriza- 
tion to him regarding arranging for local stenographic 
assistance, 


Your kind cooperation in arranging for the 
reimbursement of Mrs. Nelson will be sincerely 
appreciated, 


I avail myself of this opportunity to renew to 
Your Excellency the assurance of my highest considera- 
tion. 


Very truly yours, 


Samuel S, Stratton 
Country Director, Technical 
Cooperation in Saudi Arabia 


His Excellency, 
Najib Bey Salha, 
Jidda, Saudi Arabia 
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c/o U. Se Embassy 
Jidda, Saudi Arabia 


March 11, 1952 


His Excellency, Najib Bey Salha 
Jidda, Saudi Arabia 


Your Excellency: 


I shall be grateful if you will let me 
have one of the new Saudi Arabian gold sovereigns 
as a specimen, since I have not yet seen this 
colin. 


Thanking you, I am, 


Sincerely yours, 


Arthur N. Young 
Financial Advisor to the 
Kingdom of Saudi Arabia 
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February 24, 1952 
Jidda, Saudi Arabia 


His Excellency Najib Bey Salha 
Jidda, Saudi Arabia 


Dear Najib Bey: 

I enclose a statement of expenses 
which Mr. Blowers incurred in connection with 
his trip from Athens to Jidda and return at the 
invitation of His Excellency, the Minister of 
Finance, the amount of expenses being $391.10, 
I shall be grateful if you will arrange to have 
a check for that amount drawn to the order of 
George A. Blowers and sent to me so that I oan 
forward it to him, 

Mr. Blowers is on the staff of the 
International Monetary Fund, and while he came 
here at their authorization, they were not in a 
position to pay his expenses for the visit, 


Sincerely yours, 


(om Arthur N. Young 
Financial Advisor to the 
Kingdom of Saudi Arabia 


February 19th, 1952 


Dear Dr. Young -- 
The following is a statement of expense 
incurred by me in connection with my trip Athens 


to Jidda and return: 


Round trip air ticket USA $257.10 
Per diem = 11 days © $10.00 110,00 
Landing fee paid to Saudi 
Arabian Gov't - 5-0-0 14,00 
Incidentals (taxis, photos, 
visas, etc.) 10.00 
TOTAL $391.10 


Ge A. Blowers 
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February 14, 1952 


The Honorable Raymond A. dare 
American Aabassador 
Jidda, Saudi Arabia 


Dear Wr. Ambassador: 


The stabilization agreement of May 27, 1950, provides for termin- 
ation May 27, i952. In view of the beneiicial effect which tie agreement 
has on financial and economic conditions in Saudi Arabia I have the honor 
to request iis extension for two years with the modifications suggested 
below 


The Saudi Arabian Government is considering issue of silver coin 
other then the riyal and wishes the agreesent asended 50 thal it could 
be used to stabilize the value of such coin, This could be done by 
changes as follows: 


1. Substituting in the text "silver coin" for "riyal"; 


2. Changing the last part of paragraph 2 to read: “purchasing 
Saudi, Arabian silver coin at prices not in excess of €0.725 per ounce 
figured according to the fine silver content of such coin, but such 
dollars may be used for no other purpose” (a price of §0.725 corresponds 
approximately to $0.25 per riyal); and 


3. Referring at the end of paragraph & to "the earliest purchases 
of silver coin having an equivalent fine silver content", 


Please let me know as soon as practicable whotier we Government 
of the United States is agreeable to the foregoing. 


Sincerely yours, 


Shaikh Abdullah Sulaiman 
Minister of Finance 
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His Excellency Shaikh Abdullah Sulaiman, 
Minister of Finance, 
Jidda. 
Your Excellency: 


I understand that 5,000,000 newly coined riyals have just arrived 
here and that 5,000,000 more are due before the end of the month, This 
is in addition to 6,000,000 being received by Aramco, I venture to make 
the following suggestions regarding the disposal of these 10,000,000 
riyals and of those further ordered from Kexico: 


(1) The paying out of riyals within Saudi Arabia, in my opinion, 
should not be automatic - that is, riyals should not be disbursed merely 
because they have arrived. lather they should be paid out having regard 
for the rate of exchange and the level of prices, Generally speaking, I 
believe that the most advantageous course of action for the Government 
will be to avoid inflating the circulation with riyals in such a way as - 
to cause any material weakening of exchange rates or rise of prices, 
Normally the increase in the circulation should tend to weaken exchange 
and to raise prices, Lately, however, exchange has weakened but prices 
likewise have fallen, perhaps because we still feel the effects of earlier 
excessive importing. Sut if large numbers of riyals are rapidly paid out, 
the tendency would be to raise prices and weaken exchange, In the long 
run the benefits to the Government from a lower value for the riyal would 
be offset by the increased prices it would pay for goods and services - 
not to speak of the disturbing effects of changes in foreign exchange 
rates and prices. 


(2) The issuance of riyals also has to take account of the possibility 
of smuggling, For many months there has been apparently little or no 
smuggling, tut this condition may change. Lately the price of 
silver has tended to rise, and a week ago was Rs. 191.3 per,tolas, This 
is above the New York price and is equivalent to about $0.93 based upon 
Jidda rates for rupees. At SR 3.16} per dollar the riyal is worth §0.267. 
The premium at Bombay is almost 20%, and is in the range that may cause 
outward smuggling of riyals, There also is the possibility of 
to the United States or Surope, since the riyal is worth $0,302 with New 
York silver at $0,483, and the premium over the riyal is about 13}, 


(3) A material part of the 10,000,000 riyals now being received 
from Mexico could acvantageously be held as a reserve, Also I suggest 
holding the unshipped balance of the new riyals in Mexico or the United 
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Jidda, Saudi Arabia 
December 6, 1951, 
His Excellency 
Najib Bey Salha, 
Assistant Deputy Minister of Mnance, 
Jidda, Sawli Arabia, 
Yow Excellency: 


Before my recent trip to the Bast Coast you asked me 
to study the position of sterling and the traffic in mmees 
as they affect Saudi Arabia, and desired my views as to the 
policy thet this country might find it wise to follow con- 
cerning these matters, 

My analysis and conclusions are set forth in the 
attached report. 

Believing that thie report will be of interest to 
Hie Excellency the Minister, i have had it tyanslaged ‘nto 
Arabic for communication to hin, 

Respectfully yours, 


fw 


Arthur N, Young 
Financial Adviser to the 
Kingdom of Saudi Arabia 
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Saudi Arabia's receints of sterling) ps 
of the Government 
Wiad other sources 
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may be estimated at al out eee llion, 

GO} In addition there is the sterling, including — 

all sterling area currencies, resulting from exports, 

There are no available figures compiled by the Government, 

In 1949 exports ‘prisitine area - as figured from import 

statistics of some of the countries - were akmuk a little 

over £2 million t )&. fal pte aAeve to A4aut” BCU. 
Finally there are the bank note imports, In x#&k 

the first 10 months of 1951 import licences for rupee 

EA ca Prose’ 1d Gu Rs fox 7 ry - Bh cae tise 
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Because import statistics are lacking it 1s necessary 





to rely unon foreign figures of exports to Saudi Arabia, 
In 1949, the latest year for which figures are at hand, 

and sterling based countries 
total imports mmx from sterling area countries/were 


equivalent to about £11 million, Trade with other countries 


beige Ye Sy alyuk £15 nab . 






financed in sterl ng 
pee (om Mo fr }) : 








B consid te) terli 

The position of the pound sterling is admittedly 
uncertain, To a greater or less acvent | he position of 
all currencies is uncertain under present international 
and economic conditions, 

Saudi Arebia is not importantly invblved as a holder 
of large sterling balances, as are countries like India, 
Pakhisten, Egypt etc. Broadly speaking, the possible 
iesseatéahen of Saudi Aiubtalgfvteciste of sterling 
should be offset by the advantage of buying goods whose 
sterling prices rkum tend to rise less rapidly than the 
foreign exchaige value of sterling falls, It is well 
recognized that when a country's currency is depreciating, 
that country is a good place in which to buy goods and ) 
services, 

For economic reasons a material part of Saudi Arabia's 
oil *& will continue to be marketed in sterling. But the 
available data indicate that xnituxmkk sterling receipts 


to pay 
such oil mac used/for xugikinate necessary imports, 


Ro sh, country's 
ths supply of sterling in 1951 ymafnot including 


(3-14 
rupee note transactions, sas yérhap on; whereas 





£15 millions was needed 






on the basis o 


to pay for imports} end~setually—the—demand—wee—presumadl 








15 | 
ref héavy speculative sales of rupee notes in re 


gold smuggled into India are removed from this market, 
there is reason to expect that ordinary sales of sterling 


fre bade 
can be absorbed at rates in line with the world-wide 


rates ag trensfergatle sterling. focal Faudleva Vineet tat 


n case 
if/there should be any difficulty about absorbing 


sterling, some purchases now made in xem dollers could 
certain 

be shifted into sterling. These would include/foodstuffs 
(e.g., rice, flour and suger) now gotten from the US or 
Canada, Also certain American goods such as automobiles, 
tires, electrical goods etc, could be gotten from American- 
owned factories in Europe, But there seems to be no present 
need to eonsider such action, 

If the Saudi Arabian National Bank is created, it 
could market sterling receipts in an mxdmkyxmay orderly 
way to importers, and receive local currency in payment, 

Of course the many restrictions on use of sterling 
are inconvenient. But there seems to be no reason to 
fear that these will caase really important trouble to 
Saudi Arabia, This country is in the fortunate position 
of having a large inflow of dollars from its oil - a 


commodity likely to be in continued demand, 


oe or * 


controlling bhi w) 
Effect of recent measures rupees ,,. 
and other notes and gold ¢nansactione tater 


On November 8 xhuxRinangaxMinixttarxnasxiususe the 
was issued 
order/providing that rupee notes would be received at 
14% per pound sterling and paid out with export licence 
at 134, Shortly afterward the order was issued bringing 
under licence control all import and export of gold and 


foreign currency, To date the main effects apparent 







as a result of these orders have be 


l. 
Prinarch 
pe of rupee " font eeiegling to India 


has stopped, as far as cen be observed, The 


rate of 144 is so far prohibitive, 


#, ord 
2, If of rupee notesfeontimie it is likely 
to be illicit. Sieh , if shed occurs dhe- 


likely to be on a much reduced scale, But to the 


extent that the occurs, wh will have the same 


weakening effect on sterling as gf did lawful seles, 


oe 
. 


The rate for Saudi Arabian sterling has risen to 


about the sate as transferdble sterling - about 


$2.40, The former discount of about three or four 


nor Lk, f, 


cents has ae But ve I sterling ‘cannobebe! 


expected to rise haters Athan transferdble sterling | 
CA the mrtg A greater ie inde of sree 
4, Th seo ists in — hectee a although condition ad 
this is the season of activa ing from Kuwait 
and other places into India ae Pakhisten, It is 


| 
] 


oi : 6 ~~ ‘ Bighiet | 
* : 


not yet. possible to say whether Saudi Arabla's restriction 
of the trafftoin rupee notes tends to vebae e Bombay 
gold price by atmfat shing the facilities nytherto available 
to fthance this traffic. 

Rupee notes have depreciatedg in Jidda from about Rs 5,11 
per dollar to about Rs 5,144) endtinKuweit—teo—abouttss—b> 
If the rupee in Tidda tell g to about Rs 6,1 per dollar, 

or say Hbout Rs 76 per British sovereign (at its present 
doller value of about £12.50), it might pay banks to 
operate ut 44-13% order, 

Pes i note transactions between the East Coast 
and Behrein and Kuwait is causing concern to Last Coast 
merchants, Previously they used rupee notes freely to 
finance kata legitimate trade, especially with Behrein, 
The merchants axax@ixkur do not know what to do, and hope 


that they can still use rupees as before, 


of the information evailebles 









Conclusions 
The following conclusions are indicated on the basis 





So far the results of are good, This measure 
1,/the 134214} measure for rupees/has stopped the 








use of the Jidda merket for covering the cost of gold 





smuggled into India, end has raised the velue of Saudi 
Apabien sterling/by three or four cents up to par with 
But Saudi Arabia alone cannot do 


transferable sterling, 
much to raise the general level of sterling, 


readily to dispose of 
2. The Government seems likely to be able, real 
Aina aude 


such sterling as it wil veceltoy Creation A the proposed 
Government bank, however, will facilitate disposal of storigling, 

3, Saudi Arabia has a hard currency - one of the 
strongest in the world - and its foreign exchange merket is 
one of the freest in the world, This is en advantage, as 

are often evaded, 

currency restrictions are troublesome to operate, /red uce 
trade and cause inconvenience, lience in pringsple company 
meesures ought not to go farther than necessary, 

4, It seems wise not to discourage import and export 
end use of foreign currency for legitimate guxmmunx trede and 
nersonel purposes, Saudi Arabia does not have paper currency 
of its own, Foreign paper currency (mainly Indian, Egyptian 
and American) serves a useful purpose, It is sometimes 
& convenient means of payment, and especially rupees are 
used on the bast Caost to finence trade that benefits the 


country and brings in customs revenue, Also foreign currency 








' 


notes give needed elasticity to the currency, especia ly by 

supplying the extra demand for money at the time of the Haj, 

Hence I would favor lenient administration of licencing, 
oud Aceuay 

Individuals might be ellowed to carry in or er 

not exceeding the equivalent of say 1,000 riyals for 

legitimete trede or personel reasons, Gecause of the 

wide use of rupees on the Sast Coast in trade the authorities 

there might be given a fairly free hend in licencing 

import end export, of lerger vull bY merchents ~ for example, 

a Auminehar “ 
up to equivelent of f 25,000 riyals per month per merchant 


against evidence . trade transactions without reference to 


5. The Indian Zovernment might ve Meet, the 


possibility of their issuing specially stamped notes to 
brought in and 
pilgrims, as does Pakhisten, which could be/repatriated 


Jidda, 


without any restriction, Other rupee notes could be 
handled es above proposed, 

6, The present situation shows clearly the importance 
of setting up a system of current statistics 
4ag the quantity and vd ue of imports and exports of Saudi 
Arebia by gemxkxtex items of goods and countries, ‘This is 
one of the objectives of the work now begun on the customs 
system, Also the ieesearch Lepartment of the proposed 
Bak will be in position to collect and analyze data 
regerding the items of Saudi Argbia's bala ce of intere 


nationel peyments, 
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Jidda, October 7, 1951 





His Excellency Sheikh Abdullah Sulaiman 
Minister of Finance 
Jidda 


Your Excellency: 


On September 28 the International Monetery Fund issued a 
statement about premium sales of gold, which in effect leaves it 
to member states to decide whether’ to allow producers of gold 
to sell at more then $35 per ouncegy Up to now South Africa 
has been making sales of so-called “fndustrial" gold at a pree 
mium, Other producers have been pressing for permission to 
do likewise, The Fund now tacitly gives its permission, 


World production of gold in 1950 was equal to $850 million 
at 755 per ounce, South Africa produced nearly half of this, 
It has been estimated thet before the Korean affair about onee 
fourth of current output was béfng sold in free markets; but 
that now the figure is more neerly three-fourths, 


The effect of the ststement will be to permit the freer 
sale of new gold production. South Africe has said, however, 
that it will not flood the merket, 


Since issuance of the statement gold prices have fallen, 
In Beirut the price fell from £40,65 September 27 to £39,70 
today, In Switzerland in the same period it fell from £40,60 
to 199,28. 


The issuance of the statement is considered a victory 
for those who favored more free sale of gold in order to lower 
the premium, Unless offset by adverse events in international 
affairs, the result of the ection seems likely to be a lower 
premium price and perhaps steadier prices after the first 
effects of the change wear off, 


The price of the British sovereign has not been affected 
as has the price of bullion, since the supply 1s limited, It 
has not showm the tendency to fall, 


At the current Beirut price for gold bullion the gold 

of the now Saudi Arablen gold coin 1s worth about £9.35, 
( en a cost of about £6,50 for the first lot and 
fo ~ rest, With the riyal worth about #,275, 3 
coin is 






equivalent at bullion parity to about 
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